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John  Herzog  (left)  with  the  Museum’s  new  Chairman,  Dr.  Richard  Sylla. 


Founder’s  Letter 

By  John  E.  Herzog 

I am  pleased  to  share  some  very 
meaningful  developments  here  at  48 
Wall  Street.  At  the  most  recent  meet- 
ing of  the  Board  of  Trustees,  we  took 
an  important  step  in  the  Museum’s 
own  history.  After  22  years  serving  as 
Chairman,  I stepped  aside  to  facilitate 
new  leadership  for  a new  generation. 
Dr.  Richard  (Dick)  Sylla  was  elected 
Chairman,  David  Deutsch  Vice  Chair- 
man and  Ken  Winans  Treasurer. 

It  was  not  easy  for  me  to  give  up  the 
Chairman  position,  but  I have  done  so 
happily  as  I see  the  tremendous  enthu- 
siasm and  commitment  of  the  trustees 
and  staff.  And,  I will  remain  a trustee, 
helping  to  enable  the  success  of  the 
new  era.  The  environment  I have 
known  for  the  last  50  years  is  gone;  a 
new  version  of  the  industry  I grew  up 
in  will  develop,  and  this  requires  new 
and  different  skills.  I envision  great 
opportunity  for  the  Museum,  and 
my  excitement  will  be  in  seeing  the 
accomplishments  of  others,  in  whom  I 
have  every  confidence. 

Our  new  Chairman,  Dick  Sylla,  is 
one  of  the  nation’s  leading  financial 
historians,  and  he  has  been  involved 
with  the  Museum  since  1990.  Dick 
is  the  Henry  Kaufman  Professor  of 
the  History  of  Financial  Institutions 
and  Markets  and  a professor  of  eco- 
nomics at  the  New  York  University 
Stern  School  of  Business.  He  is  a great 
teacher  and  the  author  of  several 
books,  including  The  American  Capi- 
tal Market  and  A History  of  Interest 
Rates. 

Dick  has  been  a member  of  the 
Museum’s  Board  of  Trustees  since 
2004  and  Vice  Chairman  since  2007. 


He  is  also  a guest  curator  of  many  of 
the  Museum’s  exhibits  and  served  on 
the  editorial  advisory  board  of  Finan- 
cial History  from  1993-2004. 

And  so,  I am  happy  and  highly  con- 
fident about  this  important  institu- 
tional step.  I leave  this  position  with 


some  tears,  remembering  the  founding 
days  and  numerous  difficult  moments 
after  9/11,  and  joy  in  my  heart  think- 
ing of  the  splendid  opportunities  to 
educate  and  enhance  the  financial 
well-being  of  our  growing  audience  in 
the  years  ahead.  133 
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Message  to  Members 


By  David  J.  Coweti , President/CEO 

The  Museum  is  on  a roll.  The 
financial  education  program  is  blos- 
soming. From  modest  beginnings  a 
few  short  months  ago,  we  are  now 
offering  school  groups  15  different 
classroom  experiences  to  choose  from. 
The  number  of  our  teachers  has  also 
swelled,  as  our  docents  and  lectur- 
ers take  on  the  added  responsibility. 
In  April  alone  2,700  students  in  89 
different  school  groups  visited  the 
Museum,  a one-month  record.  We 
also  welcomed  in  April  our  new  Direc- 
tor of  Education,  Drew  Pascarella. 
Until  recently  Drew  was  a senior 
investment  banker  at  Citibank  and  has 
now  traded  in  analyzing  businesses  for 
the  non-profit  world.  Drew's  mandate 
is  wide  in  scope  — first  he  will  survey 
where  the  Museum  fits  in  the  wider 
financial  education  space,  and  then 
distill  that  information  as  we  decide 
what  direction  to  take  this  powerful 
new  Museum  initiative. 


We  have  also  created  a Young  Pro- 
fessionals Circle.  On  the  first  Thurs- 
day of  each  month,  the  Museum  will 
offer  events  for  young  professionals 
ages  21-40,  providing  an  opportunity 
for  networking  along  with  some  con- 
tent. More  than  80  people  attended 
the  inaugural  event  in  May  and  were 
treated  to  our  Exhibits  and  Archives 
Director  Leena  Akhtar's  insights  on 
our  new  exhibit,  “Scandal!  Finan- 
cial Crime,  Chicanery  and  Corruption 
that  Rocked  America.”  The  exhibit, 
which  opened  on  April  29  to  a packed 
house,  could  not  be  more  timely  or 
appropriate,  as  our  nation  struggles 
with  a loss  of  trust  in  Wall  Street  since 
the  difficulties  of  2008.  “Scandal!”  is 
featured  in  this  magazine,  and  while  it 
covers  200  years  of  financial  scandal 
in  America,  sadly  there  was  too  much 
material  to  include  in  the  exhibit. 

Membership  and  visitorship  are 
soaring.  We  are  on  pace  for  a record 
number  of  visitors  this  year,  smashing 
previous  attendance  records  of  school 


groups  and  individuals,  and  member- 
ship is  up  by  40%  since  the  first  of  the 
year  as  well.  The  value  of  membership 
is  self-evident:  free  admission  to  the 
Museum  and  most  events,  discounts 
in  the  Museum  Shop,  a subscription 
to  this  magazine  and  the  opportunity 
to  support  our  programs. 

All  of  these  accomplishments  are  the 
result  of  a vision  created  22  years  ago 
by  John  Herzog.  It  was  his  dream  of  a 
finance  museum  that  has  turned  into 
reality.  John  is  stepping  down  as  Chair- 
man of  the  Board  to  become  Chairman 
Emeritus.  The  transition  is  a natural 
one  as  we  institutionalize  the  Museum. 
1 look  forward  to  working  with  the  new 
Chairman,  Richard  Sylla.  As  Dick  is  my 
former  Ph.D.  thesis  advisor,  we  are 
comfortable  with  each  other’s  style,  and 
it  will  be  great  reuniting  with  my  for- 
mer professor.  We  all  owe  a large  debt 
of  gratitude  to  John  for  creating,  nur- 
turing and  growing  the  Museum  into 
the  current  institution  that  it  is,  and  his 
counsel  is  always  welcome,  ua 


Corporate  and  Foundation  Support 


The  Museum  is  most  grateful  for  the 
support  of  the  following  corporations 
and  foundations  who  have  generously 
provided  funding  for  the  Museum  in 
the  past  year. 

• AScF  Television  Networks 

• American  FNpress 

• BlackRock,  I nc 
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• Bloomberg 
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• Carter,  Ledyard  & Milburn,  I I P 
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• David  N.  Deutsch 
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• FLAG  Capital  Management 

• Friedman  Family  Foundation 

• Goldman  Sachs  N:  Co. 

• Henry  N Elaine  Kaufman 
Foundation 

• INCi  Americas 

• Institute  for  Private  Investors 

• KCG  Capital  Advisors 

• Makovsky  + Company  Inc. 

• The  McGraw-Hill  Companies 

• Morgan  Stanley 

• National  Madison  Group 

• NEMCO  Brokerage,  Inc. 

• The  Northern  Trust  Company 
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• Winans  International 


For  information  about 
participating  in  the  Museum's 
corporate  membership  program 
please  contact  Jeanne  Baker 
Driscoll,  Director  of 
Development,  at  212  908-4694 
or  jdriscoll@moaf.org. 
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“Scandal!”  Exhibit  Profiles  Financial  Criminals, 
from  Duer  through  Madoff 


By  Kristin  Aguilera,  Deputy  Director 

On  April  29,  more  than  200  mem- 
bers and  friends  attended  the  opening 
of  “Scandal!  Financial  Crime,  Chi- 
canery and  Corruption  that  Rocked 
America,”  a richly  informative  exhibit 
about  the  history  of  financial  scandals 
in  America.  “Scandal!”  covers  several 
of  the  major  scandals  in  American 
finance,  from  William  Duer’s  role  in 
the  Crash  of  1792  through  Lehman’s 
colossal  downfall.  The  Salad  Oil  and 
Teapot  Dome  scandals,  Ponzi  schemes 
from  Charles  Ponzi  himself  to  Bernie 


Madoff,  Credit  Mobilier  and  Enron 
scandals  are  also  featured.  Artifacts 
range  from  historical  newspapers  and 
images  to  original  documents  and 
objects  from  some  of  history’s  most 
infamous  white  collar  criminals. 

According  to  Leena  Akhtar,  the 
Museum’s  director  of  exhibits  and 
archives,  “Scandal!”  is  particularly 
relevant  today  in  light  of  the  financial 
schemes  and  accounting  frauds  that 
have  occurred  over  the  last  decade. 

“The  purpose  of  the  exhibit  is  to 
connect  recent  events  to  what  has 
happened  in  the  past,  and  to  educate 


students,  investors,  industry  profes- 
sionals and  aspiring  Wall  Street  pro- 
fessionals about  the  history  and  conse- 
quences of  dishonesty  in  government 
and  finance,”  Akhtar  said. 

Marc  Hodak,  managing  director  of 
Hodak  Value  Advisors  and  an  adjunct 
associate  professor  at  New  York  Uni- 
versity, served  as  a guest  curator  of  the 
exhibit.  Hodak  teaches  a class  at  the 
NYU  Stern  School  of  Business  entitled 
“A  History  of  Scandal:  The  Evolution 
of  Corporate  Governance.” 

“Scandal!”  will  be  on  display  through 
April  29,  201 1.  ED 


Clockwise  from  top  left:  Museum  visitors  view  the  Ponzi  scheme  case  in  the 
“Scandal!”  exhibit ; Members  attend  the  opening  reception;  Guest  curator 
Marc  Hodak  speaks  at  the  exhibit  opening. 


Financial  History  ~ Spring  2010 


WWW.MOAF.ORG 


Photo  courtesy  of  Georgia  Tech 


..  r?',: 

Eva*.  * - 


Museum  Welcomes  New 
Director  of  Education 


Young 

Professionals 


Drew  Pascarella  joined  the  Museum 
staff  in  April  as  Director  of  Education. 
After  a successful  13-year  career  on 
Wall  Street,  most  recently  as  a senior 
investment  hanker  at  Citi  covering 


the  technology  sector,  he  decided  to 
devote  a significant  amount  of  time  to 
improving  the  state  of  financial  literacy 
in  the  US.  Upon  meeting  several  staff 
members,  Drew  was  convinced  that  the 
Museum  offered  a unique  and  appeal- 
ing platform  on  which  to  build  a pre- 
miere financial  education  program. 

“As  the  keeper  of  America’s  finan- 
cial history,  the  Museum  has  so  much 
to  offer:  rich,  relevant  exhibits,  a deep 
collection  of  archives,  a talented  and 
motivated  staff  and  leadership,  a world- 
class  facility,  and  a convenient  loca- 
tion,” he  said.  “There  is  no  question 
that  the  Museum  can,  should  and  will 
play  a central  role  in  providing  a com- 
prehensive financial  education  program 
to  visitors  from  across  the  country  and 
beyond.  Because  financial  education 
will  be  critical  to  avoiding  the  next 
financial  disaster.  I’m  excited  to  help 
the  Museum  build  this  program.”  HD 


Group  to 
Meet  Monthly 

On  May  6,  the  Museum  launched 
a Young  Professionals  Series,  which 
features  events  geared  for  students 
and  professionals  between  the  ages 
of  21-40.  Primarily  designed  as  net- 
working receptions,  each  event  will 
also  feature  content  relating  to  finance 
or  financial  history.  The  events  will 
be  held  on  the  first  Thursday  of  every 
month*  from  6-8  pm. 

More  than  80  people  attended  the 
inaugural  event  in  this  series,  which 
was  a reception  and  private  view- 
ing of  the  recently-opened  “Scandal!” 
exhibit  featuring  remarks  by  Leena 
Akhtar,  the  Museum’s  Director  of 
Exhibits  and  Archives.  The  second 
event,  held  on  June  3,  included  a 
behind-the-scenes  look  at  hidden  trea- 
sures from  the  Museum’s  collection. 

The  Museum  also  instituted  a new 
membership  tier  to  coincide  with  the 
launch  of  this  series.  Members  of 
the  Young  Professionals  Circle  receive 
free  access  to  Young  Professionals 
events  in  addition  to  all  of  the  ben- 
efits of  individual  membership  in  the 
Museum. 

For  additional  information,  or  to 
receive  invitations  to  events  in  this 
series,  contact  Lindsay  Seeger  at  2 12- 
908-41  10  or  lseeger@moaf.org.  HD 

* Events  will  not  be  held  in  July  and 
August. 
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Museum  Displays  Alexander  Hamilton’s 
1773  Powderhorn  for  the  First  Time 


The  Museum  is  fortunate  to  have 
on  loan  Alexander  Hamilton’s  pow- 
derhorn, which  he  likely  carved  in 
1773  with  a unique  series  of  symbols, 
as  well  as  his  name  and  date.  1773 
was  a pivotal  year  in  Hamilton’s  life. 
It  was  a year  when  he  transitioned 
from  poverty  and  misfortune  in  the 
West  Indies  to  a new  life  in  the  Colo- 
nies, which  produced  both  military 
and  entrepreneurial  success. 

By  analyzing  the  philosophy  of  Sir 
Francis  Bacon  and  Machiavelli,  two 
of  Hamilton’s  favorites,  as  well  as  his 
1769  letter  to  Ned  Stevens,  it  is  pos- 
sible to  decipher  the  symbolism  on  the 
powderhorn.  This  unique  powderhorn 
likely  served  as  a motivational  tool 
for  Hamilton,  which  coupled  with 
his  philosophical  background  allowed 
him  to  go  from  impoverished  immi- 
grant to  achiever  of  the  American 
Dream  in  record  time. 

The  powderhorn  was  viewed  by 
direct  descendents  of  Alexander  Ham- 
ilton on  the  250th  anniversary  of  Ham- 
ilton’s birth  in  2007.  It  is  currently  on 
display  in  the  Museum’s  Alexander 
Hamilton  Room. 

On  June  9,  Dr.  Warren  Richman, 
the  owner  of  the  powerderhorn,  will 
speak  at  the  Museum’s  Lunch  and 
Learn  Series  on  his  interpretation  of  the 
symbolism  of  this  historical  object.  (33 


Alexander  Hamilton’s  powderhorn,  currently  on  display  in  the  Museum’s  Hamilton  Room. 
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J.P.  Morgan  and  the  Montana 
Farming  Corporation 


By  Dan  Cooper  and  Brian  Grinder 

“Of  course,  we  are  in  hopes  that 
the  enterprise  will  not  prove  a 
losing  one.  \X'e  know  little  or 
nothing  here  in  the  East  about 
practical  fanning  on  a large 
scale,  but  we  believe  that  Mr. 
Campbell  will  probably  be  able 
to  overcome  the  natural  handi- 
caps of  weather  conditions,  scar- 
city of  labor,  material,  &c.,  and 
will  be  able  to  make  the  enter- 
prise ultimately  profitable.  The 
determining  factor,  however,  in 
our  final  decision  to  go  into  this 
proposition  was  the  desire  to 
lend  our  aid...  in  this  war  mea- 
sure of  increasing  the  supply  of 
wheat  by  cultivating  on  a sub- 
stantial scale  lands  which  might 
otherwise  not  be  used.  ” 

— J.  Pierpont  Morgan 

Food  w as  one  of  the  most  impor- 
tant assets  the  United  States  had  dur- 
ing World  War  I.  Acute  food  short- 
ages in  Belgium  and  France  threatened 
the  civilian  population  with  starva- 
tion, and  it  was  left  to  the  United 
Stares  to  both  save  civilians  from 
hunger  and  feed  the  allied  fighting 
forces.  This  daunting  task  fell  to  US 
Food  Administrator  Herbert  Hoover 
whose  slogan,  “Food  Will  Win  the 
War”  soon  appeared  on  posters  and 
signs  all  over  the  nation.  In  1917, 
the  French  government  was  working 
with  Hoover  and  US  Secretary  of  the 
Interior  Franklin  Lane  on  a plan  to 
develop  large  wheat  farms  in  North 
Africa  to  help  relieve  the  desperate 
situation  in  Europe,  but  an  energetic 
engineer,  who  had  grown  up  on  a 


FOOD  WILL  WIN  THE  WAI^ 

You  came  here  seeking  Freedom 
You  must  no*  help  to  preserve  it 

WHEAT  is  needed  for  the  allies 
Waste  nothing 

US  Food  Administration  poster 
encouraging  food  conservation. 

large  wheat  farm  in  North  Dakota, 
had  other  ideas. 

Thomas  D.  Campbell’s  father  was  a 
bonanza  farmer,  who  with  a lor  of  hard 
work  and  a little  help  from  a steam 
powered  thresher,  raised  thousands  of 
acres  of  wheat.  Young  Tom  especially 
resented  the  hard  work  that  fell  to  his 
pioneering  mother,  but  he  enjoyed 
tinkering  with  the  steam  thresher. 
After  graduating  from  the  Univer- 
sity of  North  Dakota  with  a gradu- 
ate degree  in  engineering,  Campbell 
returned  to  operate  the  family  farm. 
He  married  Bess  Bull,  the  daughter  of 
one  of  the  founders  of  the  Cream  of 
Wheat  Company,  in  1906  and  settled 
in  to  farm  life  on  the  plains.  Camp- 
bell might  have  been  content  to  live 
out  his  days  on  the  family  farm,  but 
when  his  wife  developed  tuberculosis 
in  1908,  a decision  was  made  to  move 


to  California  where  it  was  hoped  that 
the  milder  climate  would  relieve  Bess's 
condition. 

In  California,  Campbell  landed  a 
job  with  the  Torrance  Marshall  Com- 
pany where  he  had  the  opportunity  to 
work  on  some  of  the  largest  mecha- 
nized farms  in  existence.  Campbell’s 
boss,  J.S.  Torrance,  also  happened  to 
be  a member  of  the  board  of  directors 
of  J.P.  Morgan  and  Company.  It  was 
through  Torrance  that  Campbell  first 
learned  of  the  government’s  plan  to 
grow  wheat  in  North  Africa.  Camp- 
bell quickly  developed  a proposal  for 
growing  wheat  on  the  Indian  Reserva- 
tions in  Montana  and  sent  it  off  to 
Bureau  of  Indian  Affairs  ( B I A ) where 
it  received  what  agricultural  historian 
Hiram  M.  Drache  has  described  as 
“a  standard  it-can’t-be-done  reply.” 
Undaunted,  Campbell  telegraphed 
President  Wilson  about  his  idea,  and 
he  was  soon  headed  to  Washington 
where  he  was  able  to  convince  Hoover 
and  Lane  of  the  viability  of  his  plan. 
In  1918,  the  BIA  granted  Campbell 
permission  to  lease  land  on  the  Crow, 
Black  feet.  Fort  Peck  and  Shosone  res- 
ervations. Campbell  initially  leased 
land  on  the  Crow  and  Fort  Peck  reser- 
vations, but  the  Fort  Peck  site,  which 
was  found  to  be  too  cold  for  grow- 
ing winter  wheat,  was  abandoned  in 
1922. 

What  made  Campbell’s  farm  dif- 
ferent from  most  other  farms  was  his 
intention  to  run  it  as  a business  or 
factory.  In  1926,  New  York  Times 
journalist  Malcolm  Cutting  wrote, 
“The  predominant  feature  that  dis- 
tinguishes this  farm  from  all  others  is 
the  fact  that  it  is  not  farmed  accord- 
ing to  traditional  principles,  but  is 
completely  industrialized  and  oper- 
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ated  like  an  enormous  factory  where 
efficiency  is  the  only  talisman  that 
points  to  success.”  Campbell  him- 
self believed,  “Modern  farming  is  90 
percent  engineering  and  10  percent 
agriculture,”  but  to  start  this  huge 
experiment  in  factory  farming,  Camp- 
bell needed  money  and  lots  of  it. 
Most  farmers  would  have  had  no  idea 
how  to  raise  the  $1  million  needed 
to  start  such  an  endeavor,  but  Tor- 
rance’s connections  with  J.P.  Morgan 
paved  the  way  for  a meeting  with 
Morgan  himself.  At  that  meeting,  a 
$2  million  loan  was  approved  with  the 
understanding  that  the  Morgan  name 
was  not  to  be  publicly  associated 
with  the  project.  According  to  histo- 
rian Deborah  Fitzgerald,  Morgan  told 
Campbell  “that  if  it  got  out,  ‘people 
will  accuse  him  [Morgan]  of  grabbing 
everything.’”  | 

With  money  in  hand,  the  Montana  £ 
Farming  Corporation  was  in  business.  J 
The  35-year-old  Campbell  sprang  into  | 
action  buying  34  huge  Altman-Taylor  ‘o 
tractors,  numerous  binders,  thresh-  § 
ers,  combines,  grain  wagons,  grain  | 
drills,  discs,  plows,  farm  trucks  and 
fuel  storage  facilities  as  well  as  10,000 
spools  of  barbed  wire.  The  purchase 
of  34  tractors  was  big  news  in  1918, 
as  most  farmers  were  still  using  horses 
to  work  their  fields.  Campbell  began 
plowing  in  late  June  and,  according 
to  Fitzgerald,  “was  able  to  plow  more 
than  3,000  acres  in  just  the  first  week, 
an  astonishing  rate  of  progress  for  any 
farmer.”  Seven  thousand  acres  were 
eventually  plowed  and  seeded  in  the 
first  year  of  operation;  the  next  year 
there  were  45,000  acres  in  produc- 
tion, and  by  1923,  the  farm  reached 
its  peak  with  1 10,000  acres  planted. 

Although  Campbell’s  projections 
showed  the  farm  making  a profit  in 
the  third  year  of  production,  a num- 
ber of  setbacks  prevented  those  profits 
from  materializing.  Montana  was  hit 
with  one  of  the  worst  droughts  in  his- 


tory in  1919.  Conditions  improved  in 
1920,  but  in  1921  wheat  prices  col- 
lapsed. Morgan,  ready  to  cut  his  losses 
now  that  the  war  was  over,  sold  the 
farm  to  Campbell  for  pennies  on  the 
dollar  and  the  Montana  Farming  Cor- 
poration became  the  Campbell  Farm- 
ing Corporation.  Neither  Morgan  nor 
Campbell  was  embittered  by  the  expe- 
rience. Morgan  had  already  decided 
upfront  that  if  the  venture  failed,  it 
could  be  “written  off  as  a ‘contribu- 


J.P.  Morgan 


tion  to  the  war  effort.’”  Furthermore, 
wartime  profits  more  than  made  up 
for  the  loss.  Campbell,  now  the  owner 
of  one  of  the  largest  wheat  farms  in 
the  world,  stated:  “I  had  dealings 
with  Mr.  J.P.  Morgan  and  with  men 
associated  with  him  for  four  years  and 
they  always  treated  me  with  the  great- 
est consideration  and  fair-mindedness. 
Wall  Street  is  just  as  anxious  for  the 
farmer  to  succeed  as  he  is  himself;  for 
without  agricultural  prosperity  there 
is  no  general  prosperity.” 

Campbell  operated  the  farm  until 
his  death  in  1966  never  swaying  from 
his  conviction  that  a farm  could  be 


run  on  the  same  principals  as  a fac- 
tory. By  keeping  accurate  records, 
experimenting  with  new  equipment, 
and  developing  new  methods  of  har- 
vesting, Campbell  was  able  to  reduce 
his  production  costs  dramatically. 
After  the  Morgan  interests  bowed 
out,  the  farm  returned  a profit  for 
eight  consecutive  years  under  difficult 
economic  circumstances.  Operating 
costs,  which  initially  amounted  to  $10 
an  acre,  were  reduced  to  $4.80  an  acre 
by  1929.  A new  windrow  method  of 
harvesting  that  was  developed  in  1926 
reduced  the  farm’s  production  costs  to 
about  half  of  what  the  typical  wheat 
farmer  paid.  One  of  the  most  chal- 
lenging aspects  of  wheat  harvesting, 
especially  as  the  harvesting  capacity 
of  combines  improved,  was  getting  the 
wheat  out  of  the  fields.  The  Campbell 
grain  wagon  train  was  developed  in 
1924  with  the  invention  of  a hitch  that 
allowed  12  wooden  grain  wagons  to 
be  connected  together  and  towed  by 
tractor  at  a top  speed  of  three  miles 
an  hour.  It  only  took  two  men  and 
a single  tractor  to  haul  72  tons  of 
wheat  (2,400  bushels)  from  the  fur- 
thest part  of  the  ranch  to  Hardin  42 
miles  away.  By  comparison,  it  would 
have  taken  72  horses  and  12  men  to 
accomplish  the  same  task.  This  system 
reduced  transportation  costs  by  one 
cent  per  bushel  per  mile  and  was  used 
until  1935  when  faster,  larger  capacity 
trucks  were  employed. 

Campbell’s  success  at  large  scale 
farming  attracted  the  attention  of  the 
Soviet  Union,  but  he  declined  an  invi- 
tation to  come  to  Russia  in  1928. 
However,  Russian  persistence  paid 
off,  and  Campbell  made  his  first  trip 
to  Russia  in  January  of  1929.  During 
that  trip,  Campbell  gave  much-needed 
advice  on  large  scale  mechanized  farm- 
ing to  the  Soviets  who  were  in  the  pro- 
cess of  creating  huge  collective  farms. 
In  the  1930s,  farmers  from  the  Soviet 
Union  were  sent  to  Montana  to  learn 
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Crain  wagon  train  used  on  Campbell's  farm  to  haul  wheat  from  the  fields  into  Hardin.  Montana. 


Campbell's  methods.  Campbell’s  rela- 
tionship with  the  Soviet  Union  opened 
up  other  opportunities  for  agricultural 
consultation  around  the  world,  but  his 
1929  trip  may  have  cost  him  a posi- 
tion in  the  Hoover  administration  as 
Secretary  of  Agriculture. 

C ampbell  changed  agriculture  dra- 
matically by  transforming  it  from  an 
inefficient,  largely  family  run  opera- 
tion to  a highly  efficient,  factory-like 
business.  Drache  writes.  “Quite  ironi- 
cally, despite  his  really  great  contribu- 
tions to  a new  era  of  agriculture,  the 
historians  have  ignored  him.”  Camp- 
bell was  uniquely  qualified  because 
of  his  experience  of  growing  up  on  a 
large  wheat  farm,  his  training  as  an 
engineer,  and  his  boundless  energy 
to  transform  agriculture,  but  without 
the  financial  backing  of  J.P.  Morgan, 
Campbell  may  have  never  been  more 
than  a dreamer. 

There  is  no  doubt  that  the  federal 
government’s  approval  of  the  Mon- 
tana farming  project  influenced  Mor- 


gan's decision  to  provide  Campbell 
with  capital.  Nevertheless,  his  deci- 
sion to  finance  the  Montana  Farming 
Corporation  was  a patriotic  act  that 
merits  our  applause.  Morgan  backed 
the  project  in  spite  of  the  threat  of 
public  disapproval,  and  in  spite  of  the 
risk  of  failure.  The  war  ended  before 
the  farm  was  able  to  make  a signifi- 
cant difference  in  the  food  supply,  but 
Morgan  proved  to  be  much  more  than 
a greedy  Wall  Street  banker  who  was 
only  interested  in  profits.  Food  was 
crucial  to  winning  the  war,  and  while 
Morgan  didn’t  know  the  first  thing 
about  large  scale  farming,  he  was  will- 
ing and  financially  able  to  help  find  a 
way  to  increase  agricultural  produc- 
tion for  the  good  of  the  nation,  na 

Dr.  Dan  Cooper  is  the  president  of 
Active  Learning  Technologies.  Brian 
Grinder  is  a professor  at  Eastern 
Washington  University  and  a member 
of  Financial  History’s  editorial  hoard. 
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Letters  Tell  of  His  Pla 
to  Die  Because  of  Pool 
Health  and  Reverses. 


At  the  time  of  his  death  Ivar 
Kreuger  was  dominant  in  business 
interests  capitalized  at  more  than 
$1,135,000, 000.  His  power  was 
wielded  principally  through  his 
personal  holdings  in  the  Kreuger 
and  Toll  Company,  with  assets  of 
$400,000,000. 

It  controls  properties  capitalized 
at  $865,000,000,  the  principal  enter- 
prise being  the  $365,000,000  match 
industry,  controlled  through  the 
$140,000,000  Swedish  Match  Com- 
pany. Industrial  and  real  estate  [ — 

and  banking  interests,  probably  eg- 

gregate  about  JjOO, 000,000.  Other  Body  Is  Found  Fully  Clothed  I 
asseis  are  about  $270,000,000. 

Yet  Mr.  Kreuger  said  recently  Bed  With  Pistol  W0lM(j 

that  he  was  a poor  man  according  . . , ,, 

Under  Heart. 
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to  American  standards. 
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PRIVATE  MORATORIA I Ellropean  Rush  Dispose 

I Securities  Is  Believed  to 

Have  Started  In  Pari® 


By  Marc  Hodak 

Every  morning  we  open  the  paper 
hoping  to  see  something  really  good 
on  the  front  page.  Most  people  don’t 
naturally  think  of  a scandal  as  “really 
good,”  but  then  most  people  don’t 
work  in  the  media.  Every  reporter 


and  editor  from  hometown  papers 
to  international  wire  houses  would 
love  to  provide  you  with  material 
to  exclaim  around  the  water  cooler 
“How  horrible!”  “Can  you  believe 
that?”  “There  oughta  be  a law!” 

Our  visceral  reaction  to  outrageous 
news  reveals  not  our  repulsion  to  it, 


but  a deep-seated  attraction  that  scan- 
dal holds  for  us.  As  unfortunate  as 
they  are  for  the  individuals  involved, 
scandals  satisfy  a prurient  interest  in 
other  people’s  problems.  One  might 
claim  a slightly  nobler  social  purpose 
for  scandals,  e.g.,  magnifying  the  sins 
of  the  few  as  lessons  for  the  rest  of  us. 
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But  the  grand,  if  unintended,  effect  of 
scandals  is  that,  for  better  or  worse, 
they  drive  the  evolution  of  otherwise 
stable  societies. 

Financial  scandals,  in  particular, 
can  help  restore  a modicum  of  sense 
about  our  economic  world  when 
things  have  gotten  a little  crazy.  We 
can  look  back  and  ask,  “What  were 
all  those  people  thinking,  investing 
in  mortgages  of  S30,000  per  year 
workers  buying  $700,000  homes?” 
Or  we  can  recall  the  victims  of  Charles 
Ponzi’s  scheme  who  actually  believed 
that  they  could  get  50  percent  returns 
every  45  days  for  doing  nothing  more 
than  temporarily  entrusting  him  with 
their  money.  To  be  fair,  when  Ponzi 
was  attracting  his  legion  of  victims  by 
tunneling  their  deposits  to  his  prior 
investors,  nobody  had  yet  heard  of  a 
Ponzi  scheme.  Now  we  know  what 
it  is,  and  we  are  a little  warier  about 
returns  that  are  too  good  to  be  true. 

Unfortunately,  vicarious  wariness 
seems  to  have  a short  shelf  life,  and 
we  need  reminders  like  Bernie  Madoff 
and  Allen  Stanford  to  reinforce  it. 
For  the  mass  of  financially  illiterate 
citizens  trying  to  get  by  in  an  increas- 
ingly complex  society,  nothing  drives 
home  “If  it’s  too  good  to  be  true,  it 
probably  is”  better  than  a fresh,  front 
page  scam;  this  does  more  to  protect 
the  unwary  than  old  morality  tales  or 
new  laws. 

Moreover,  financial  scandals 
change  the  way  markets  operate. 
They  do  this  informally,  via  institu- 
tionalized memory  (“Next  time,  we 
check  to  make  sure  there’s  oil  all  the 
way  down!”),  and  formally  via  new 
accounting  standards,  exchange  listing 
requirements,  regulations,  etc.  Enron 
and  WorldCom  were  the  parents  of 
Sarbanes-Oxley.  Our  modern  political 
economy  is  the  culmination  of  many 
such  evolutionary  steps. 

The  Faithless  Arl 

Every  scandal  begins  with  a betrayal, 
but  the  betrayals  differ  in  type.  In 
most  instances,  people  are  purposely 


deceived  regarding  their  investments. 
Ivar  Kreuger  was  called  “The  Swed- 
ish Match  King”  because  his  facto- 
ries produced  over  two-thirds  of  all 
marches  sold  in  the  world  during  the 
1920s.  Kreuger  was  thought  to  be  an 
invincible  industrialist,  impervious  to 
the  aftermath  of  the  1929  crash.  His 
victims  would  learn  too  late  that  he 
was  simply  taking  money  from  one 
group  of  investors  and  giving  it  to 
another  to  make  his  enterprises  look 
profitable  — the  classic  definition  of 
a Ponzi  scheme  (see  article , page  16). 
WorldCom  in  200 1 was  seen  as  a 


I ime  magazine  cover  featuring  infamous 
I'onzi  artist  li  ar  Kreuger.  known  as 
"The  Match  King,"  published 
on  October  28, 

"New  Economy"  telecom  somehow 
immune  to  the  bursting  of  the  dot- 
com bubble.  But  it  was  just  a com- 
pany lying  to  its  investors  about  its 
profitability  via  a typical,  if  audacious, 
accounting  fraud. 

In  other  instances,  public  trust  is 
betrayed.  In  the  1860s,  the  Union 
Pacific  Railroad  issued  bonds  backed 
by  the  government  to  fund  its  con- 
struction. Congress  was  supposed  to 
provide  oversight  of  the  company  to 
protect  the  taxpayers.  Instead,  many 
congressmen  accepted  stock  in  a rogue 


supplier  — Credit  Mobilier  — that 
stripped  the  UP  of  those  bonds  via 
rampant  conflicts  of  interest.  In  the 
1920s,  Albert  Fall,  President  Hard- 
ing’s Interior  Secretary,  was  supposed 
to  safeguard  natural  resources  owned 
by  the  US.  Instead,  he  won  admin- 
istrative control  over  valuable  naval 
oil  reserves  at  Teapot  Dome  and  Elk 
Hills,  and  sold  them  cheaply  to  his 
friends  in  exchange  for  personal  gifts. 

Selling  Outrage  to  the  Masses 

Outrageous  behavior  merely  provides 
the  characters  and  places.  Media  pros 
spin  these  into  gripping  narratives, 
and  spread  them  across  the  land. 
Indeed,  one  can  argue  that  it  is  the 
widely-told  story,  not  the  behavior, 
which  really  defines  the  scandal.  A 
tree  that  falls  in  the  middle  of  the 
woods  without  coverage  by  the  Her- 
ald or  Times  makes  no  noise.  The 
media  sells  scandals  so  widely  because 
our  interest  in  sordid  affairs  runs  so 
deep.  In  our  own  day,  removed  as  we 
are  from  Ponzi’s  victims,  we  still  gawk 
at  his  terrible,  magnificent  scheme. 

For  the  scandals  that  register  on  the 
media’s  Richter  scale,  the  press  was 
usually  as  involved  in  building  up  the 
perpetrators  as  they  eventually  were 
in  rearing  them  down.  Kreuger  the 
“Match  King"  was  lovingly  placed  on 
the  cover  of  Time  magazine  by  a fawn- 
ing press  the  very  week  of  the  stock 
market  crash.  Enron  was  on  Fortune's 
“Most  Admired”  list  and  ranked 
“Most  Innovative  Company”  for  six 
years  in  a row.  Enron  and  WorldCom 
each  boasted  their  crooked  CFOs  as 
“CFO  of  the  Year”  in  CFO  magazine. 
Bernie  Madoff  was  celebrated  as  a 
capital  markets  legend. 

All  these  characters  had  more  than 
a grain  of  legitimacy.  But  the  breath- 
less prose  highlighting  their  achieve- 
ments enlarged  their  halos.  The  media 
made  them  celebrities,  and  their  celeb- 
rity made  them  credible  to  the  wider 
public.  Even  the  relatively  unknown 
Charles  Ponzi,  who  was  exposed  and 
pilloried  by  the  Boston  Post , had 
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received  a glowing  mention  from  that 
same  paper  barely  a week  before  the 
collapse  of  his  scheme.  None  of  the 
greatest  scandals,  especially  the  ones 
that  relied  on  investor  gullibility,  could 
have  happened  without  the  press  inad- 
vertently abetting  the  crime. 

Of  course,  one  cannot  expect  jour- 
nalists to  figure  out  when  their  sources 
are  lying  to  them.  Part  of  the  big  con 
is  conning  the  press.  This  is  unfortu- 
nately not  too  difficult  since  privacy 
is  an  inherent  aspect  of  private  enter- 
prise. Every  company  and  fund  man- 
ager has  a legitimate  need  to  guard 
the  flow  of  competitive  information  to 
those  outside  the  company,  including 
passive  investors.  Fortunately,  man- 
agement only  rarely  uses  the  cloak 
of  privacy  to  hide  criminal  activity. 
Unfortunately,  no  reliable  process  has 
yet  been  devised  to  distinguish  the 
proper  versus  nefarious  retention  of 
information  from  the  public. 

Scandals  Drive  Change 

Besides  providing  interesting  copy, 
scandals  create  lasting  changes  in 
markets.  In  1792,  William  Duer,  a 
trusted  colleague  of  Alexander  Ham- 
ilton, borrowed  heavily  from  friends, 
family  and  credulous  strangers  to 
attempt  to  corner  certain  bank  bonds 
( see  article,  page  20).  His  association 
with  Treasury  reputedly  gave  Duer 
inside  knowledge  of  an  impending 
run-up  in  the  value  of  these  bonds. 
His  betting  strategy  backfired,  maul- 
ing the  fortunes  of  dozens  who  had 
entrusted  Duer  with  their  funds,  and 
forcing  him  into  bankruptcy.  Worse 
yet,  the  collapse  of  those  bank  bonds 
triggered  a general  bank  panic  that 
ruined  thousands  of  other  investors, 
and  threatened  to  bring  down  our 
nascent  financial  system. 

The  Duer  affair  made  things  dif- 
ficult for  his  friend  Hamilton  who  was 
trying  to  build  a financial  foundation 
for  an  American  economy.  But  it  also 
led  to  the  Buttonwood  Agreement  that 
would  evolve  into  the  New  York  Stock 
Exchange.  Thus,  the  Panic  of  1792  trig- 


gered by  Duer’s  outrageous  behavior 
lead  directly  to  what  would  become  for 
over  a century  the  single  most  impor- 
tant institution  of  finance  capitalism. 

The  NYSE  would  be  regularly 
undermined  by  scandals,  only  to  be 
enhanced  by  its  reactions  to  them.  In 
1872,  the  Erie  Railroad  found  itself 
controlled  by  rogue  directors  printing 
stock  certificates  as  fast  as  Cornelius 
Vanderbilt  could  buy  them,  thereby 
frustrating  his  attempt  to  buy  control 
of  the  hapless  firm.  The  Erie  War, 
as  it  was  called,  made  a great  story 
for  those  not  playing  stocks.  But  the 
NYSE  needed  to  strengthen  confi- 
dence in  its  market  as  a place  to  trade, 
and  required  that  all  shares  henceforth 
be  registered  with  the  exchange  to 
end  such  shenanigans.  By  the  end  of 
the  19th  century,  in  response  to  pres- 
sure from  burned  investors,  the  NYSE 
required  regular  financial  disclosures 
of  all  its  listed  firms,  decades  before 
such  a requirement  became  enshrined 
in  Federal  law. 

Bankers  and  accountants  have  also 
driven  reforms.  Nearly  every  account- 
ing rule  originated  in  some  kind  of 
deception.  In  the  early  1960s,  Tino 
DeAnglis’s  Allied  Vegetable  Oil  Com- 
pany got  millions  in  loans  that  were 
collateralized  against  salad  oil  sup- 
posedly filling  large  tanks  in  New 
Jersey.  The  oil  turned  out  to  be  mostly 
water — which  cannot  be  collateral- 
ized— with  some  oil  floating  on  the 
top.  The  loans  tanked,  and  several 
banks  went  bust.  As  a result,  auditors 
learned  to  check  that  it  was  oil  all  the 
way  down. 

Financial  scandals  can  have  a large 
impact  on  our  society  beyond  markets. 
When  it  became  known  that  congress- 
men had  been  given  shares  in  Credit 
Mobilier,  the  ensuing  scandal  tainted 
James  Blaine,  then  Speaker  of  the 
House.  This  exposed  Blaine  to  per- 
sistent accusations  of  corruption  that 
dogged  him  in  the  presidential  primary 
of  1876  and  the  general  election  of 
1884.  His  opponent,  Grover  Cleve- 
land, was  campaigning  on  a reform 


platform  made  popular  by  numer- 
ous scandals,  including  the  ones  that 
tainted  Blaine.  Blaine  lost  the  presi- 
dency by  about  1,000  votes  in  New 
York,  and  Cleveland  used  his  mandate 
to  institute  some  of  the  most  sweeping 
political  reforms  of  the  19th  century. 

The  Governmenl  Steps  In 

The  federal  government  got  into  the 
business  of  financial  scandal  preven- 
tion after  the  1929  market  crash.  We 
can  thank  Kreuger  for  the  Securities 
Act  of  1934,  which  requires  regular, 
audited  financial  statements.  Besides 
being  “Match  King,”  Kreuger  was 
also  called  the  “Savior  of  Europe”  by 
virtue  of  his  large  loans  to  the  cash- 
strapped  governments  of  Germany, 
France  and  others  in  exchange  for 
match  franchises  in  those  countries. 

Kreuger  borrowed  heavily  to  main- 
tain his  image  as  “King”  and  “Sav- 
ior.” Alas,  his  highly-leveraged  match- 
stick  empire  could  not  withstand  the 
downturn  that  followed  the  Crash  of 
1929,  and  he  used  up  every  last  bit  of 
his  credit  to  hide  that  fact.  So  when 
Kreuger  arrived  at  a Paris  hotel  in 
early  Spring  of  1932,  laid  down  with 
a gun,  and  shot  himself,  no  one  could 
have  guessed  why  such  a great  man,  a 
confidante  to  princes  and  presidents, 
could  have  done  such  a thing.  Con- 
spiracy theories  abounded.  Alas,  the 
mystery  of  his  death  was  solved  not 
by  clever  French  detectives,  but  by 
Price  Waterhouse,  who  determined 
that  Kreuger’s  books,  which  had  not 
been  audited,  were  completely  fabri- 
cated in  the  years  before  his  suicide. 
Because  so  many  of  Kreuger’s  victims 
were  American  bondholders,  the  US 
Congress  noted  his  fraud  in  its  hear- 
ings leading  to  the  Act  of  ’34,  which 
henceforth  required  audits. 

Congress  hailed  this  landmark  leg- 
islation as  the  dawn  of  a new  age 
when  the  investing  public  would  no 
longer  be  victimized  by  abusive  co- 
investors or  inscrutable  management. 
That  peace  of  mind  lasted  barely  four 
years,  when  the  president  of  McKes- 
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son  Sc  Robbins,  the  nation’s  larg- 
est drug  distributor,  was  indicted  tor 
cooking  his  books.  His  books  were 
being  audited,  but  auditors  at  the  time 
did  not  physically  check  inventory,  an 
oversight  remedied  after  the  McKes- 
son phantom  inventory  fiasco. 

The  Perpetual  Race  Against  Scoundrels 

McKesson  Sc  Robbins’  president,  who 
also  killed  himself  before  being  indicted, 
turned  out  to  be  a convicted  felon  living 
under  an  assumed  name.  Can  you  imag- 
ine the  CEO  of  Johnson  Sc  Johnson  or 
Phzer  turning  out  to  be  a convicted 
felon  living  under  an  assumed  name? 
One  might  conclude  that  the  quality  of 
our  scandals  may  be  declining,  but  this 
is  to  be  expected  as  markets  and  regula- 
tors get  more  sophisticated. 

Nevertheless,  scoundrels  have  a 
way  of  keeping  up  with  both  public 
wariness  and  regulators.  So,  while 
evolving  practices  insure  that  a given 
recipe  for  scandal  may  not  work 
exactly  the  same  way  twice,  new  mar- 
ket participants,  especially  individu- 
als unprotected  either  by  institutional 
memory  or  knowledge  of  Finance 
101,  will  continue  to  chase  returns 
in  sometimes-imprudent  ways,  and 
clever  thieves  will  find  new  recipes 
to  turn  them  into  victims.  As  Mark 
Twain  said,  if  history  doesn’t  repeat 
itself,  it  certainly  does  rhyme. 

Ironically,  reliance  on  our  protective 
institutions  can  sometimes  contrib- 
ute to  making  a swindle  bigger  than 
it  might  otherwise  be.  Most  people 
assume  that  the  current  alphabet  soup 
of  government  agencies  would  make 
something  the  scale  of  a Madoff  fraud 
impossible  in  this  day.  In  early  2008, 
Geneva’s  Union  Bancaire  Privee  was 
considering  pulling  funds  from  Madoff 
because  their  due  diligence  was  raising 
red  flags.  They  then  learned  that  .Mad- 
off’s  fund,  which  was  registered  with 
the  SEC,  was  being  investigated  by 
that  agency.  When  the  SEC  concluded 
its  review  and  signed  off  on  Madoff  s 
operation,  UBP  assumed  everything 
was  fine,  and  kept  hundreds  of  millions 


of  dollars  in  Madoff' s crooked  hands. 
This  is  not  to  say  that  the  government 
security  blanket  provides  cover  for 
perps,  but  it  does  point  out  the  inher- 
ently anesthetizing  effect  of  regulatory 
machinery  whose  explicit  purpose  is  to 
increase  investor  confidence. 

Whd!  Comes  Down 

While  the  press  can  seem  indiscrimi- 
nate in  its  praise  when  scams  are 
brewing,  it  can  be  just  as  reckless  in  its 
damnation  after  they  blow  up.  Even 
relatively  innocent  behavior  can  be 
turned  into  a negative  story,  especially 
when  it  comes  to  business  transac- 
tions that  few  people  understand.  For 
instance,  the  Credit  Mobilier  directors 
clearly  attempted  to  bribe  congress- 
men on  a wide  scale.  Yet  it  is  doubt- 
ful that  any  of  their  bribes  actually 
led  to  the  legislative  protection  they 
sought.  James  Blaine  who,  as  Speaker 
of  the  House,  was  caught  in  the  Credit 
Mobilier  firestorm  never  even  owned 


any  of  CM’s  shares.  But  the  wide- 
spread belief  that  he  somehow  prof- 
ited from  Credit  Mobilier  opened  him 
up  to  ongoing  scrutiny,  and  future 
accusations  of  self-dealing,  at  least 
one  ot  which  proved  to  be  true,  sink- 
ing his  bid  for  the  presidency. 

l ikewise,  the  Enron  narrative  was  a 
mixture  of  truth  and  the  kind  of  accu- 
racy that  sounds  really  bad,  but  actu- 
ally represents  a distortion  of  the  truth. 
For  example,  Ken  Lay  notoriously 
sold  his  shares  as  he  was  exhorting  his 
employees  to  hold  onto  theirs,  which 
makes  it  sound  like  he  was  pushing 
women  and  children  aside  as  he  was 
getting  onto  a lifeboat.  In  fact,  Lay 
was  forced  to  sell  his  shares  as  they 
were  declining  because  of  margin  calls. 
He  was  getting  margin  calls  because 
he  so  believed  in  Enron’s  future  that 
he  borrowed  heavily  against  his  shares 
rather  than  cash  any  of  them  in  to  sup- 

continued  on  page  37 
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Ponzi  Schemes  Throughout  History 


Ponzi  schemes  have  captured  the 
public’s  attention  recently  with  the 
fall  of  Bernard  Madoff’s  investment 
fund,  which,  at  approximately  $36 
billion,  is  the  biggest  financial  fraud 
in  history.  The  principle  behind  a 
Ponzi  scheme  is  simple.  The  Secu- 
rities Exchange  Commission  defines 
it  as  investment  fraud  involving  the 
payment  of  returns  to  existing  inves- 
tors from  funds  contributed  by  new 
investors,  with  the  organizer  usually 
focusing  on  soliciting  new  investors 
in  order  to  provide  promised  payouts 
to  earlier  investors  instead  of  engag- 
ing in  legitimate  investment  activity. 
Since  no  legitimate  profits  are  gener- 
ated, Ponzi  schemes  are  not  sustain- 
able and  inevitably  collapse  because 
they  require  more  and  more  deposi- 

Ponzi  artists  (left  to  right):  Ivor  Kreuger, 

Bernie  Madoff  and  Charles  Ponzi. 


By  Becky  Laughner 

tors  to  support  the  fictitious  returns. 
The  Museum’s  new  exhibition,  “Scan- 
dal! Financial  Crime,  Chicanery  and 
Corruption  that  Rocked  America,” 
focuses  on  the  most  infamous  Ponzi 
artists:  Charles  Ponzi,  Ivar  Kreuger 
and  Bernie  Madoff. 

The  Original  Ponzi  Artist 

The  eponymous  Charles  Ponzi  gained 
his  notoriety  when  he  coaxed  approxi- 
mately $7  million  from  investors  in 
1920.  Ponzi  began  making  a name 
for  himself  in  Boston,  promising  a 
50%  return  in  45  days  with  the  pur- 
chase of  his  “Ponzi  notes.”  An  Italian 
immigrant  and  self-made  businessman, 
Ponzi  set  up  a firm  with  a seem- 
ingly officious  and  legitimate  name, 
the  Securities  Exchange  Company,  and 
sold  fake  securities  to  investors.  His 
many  investors  did  not  realize  that 
his  company  made  no  actual  profit. 


Instead,  Ponzi  paid  dividends  on  his 
notes  with  money  collected  from  subse- 
quent investors,  which  in  turn  required 
him  to  find  yet  more  investors  to  cover 
his  increasing  liabilities.  Ponzi  realized 
that  such  a plan  is  not  an  easy  under- 
taking, but  he  had  confidence  and 
cunning  in  spades.  He  also  concocted 
a plausible  investment  strategy. 

To  attract  his  initial  investors,  Ponzi 
advertised  his  high  returns,  explain- 
ing that  investment  money  was  being 
used  for  the  “lucrative”  arbitrage  of 
International  Reply  Coupons  (IRCs). 
The  Universal  Postal  Union  introduced 
IRCs  in  1906  as  a way  for  people 
to  purchase  postage  for  someone  in 
another  country,  particularly  neces- 
sary in  that  era  due  to  the  explosion 
of  immigration  across  Europe  and  in 
America.  IRCs  could  be  purchased 
in  one  country  and  then  redeemed  in 
another  for  standard  letter  postage 
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to  a foreign  country.  Although  the 
rate  of  exchange  was  set  by  regula- 
tions, the  devaluation  of  currencies 
across  Europe  following  World  War 
1 wreaked  havoc  with  rates,  creat- 
ing a potential  arbitrage  opportunity. 
In  theory,  the  trade  of  International 
Replv  Coupons  could  produce  a profit, 
but  there  have  never  been  enough  cou- 
pons in  circulation  to  support  the  scale 
of  Ponzi's  scheme.  Most  investigators 
never  probed  deeply  enough  to  realize 
that  his  IRC  plan  was  a hoax,  and  if 
they  attempted  to  do  so  he  claimed 
he  could  not  reveal  his  source  for  the 
coupons  for  fear  that  a competitor 
would  steal  his  methods.  Most  of  all, 
his  impressive  knowledge  of  the  intri- 
cacies of  the  postal  system  was  enough 
to  convince  anyone  who  questioned 
his  tactics. 

Ponzi’s  scheme  was  eventually 
exposed.  The  editors  and  reporters 


of  the  Boston  Post  (now  defunct,  bur 
which  won  a Pulitzer  in  1921  for  its 
coverage  of  Ponzi  and  his  crimes) 
became  suspicious  and  brought  the 
scheme  to  the  attention  of  financial 
reporter  Clarence  Barron  (founder 
of  Barron's ) to  look  into  Ponzi  s 
operations.  Barron  determined  that 
Ponzi  was  most  likely  a fraud  but 
the  final  straw  came  after  the  Boston 
Post  revealed  Ponzi’s  dubious  his- 
tory  and  criminal  past  in  its  pages. 
The  news  triggered  runs  by  investors 
to  exchange  their  notes,  causing  the 
scheme  to  unravel.  When  an  audit  was 
conducted  to  determine  how  much 
money  had  been  lost,  the  final  tally 
was  almost  $4  million.  Six  Boston 
banks  were  also  ruined,  and  Ponzi's 
investors  received  only  about  30  cents 
on  the  dollar  for  their  investments. 

For  his  crimes,  Ponzi  served  almost 
10  years  in  federal  and  state  prison 


and  was  eventually  deported  back 
to  Italy.  He  lived  there  briefly  until 
he  got  a job  through  a cousin  in  the 
airline  industry  and  moved  to  Brazil. 
He  worked  there  quite  successfully 
until  World  War  II  disrupted  the  air- 
line's service  between  Italy  and  Brazil. 
Despite  his  innate  genius  and  charis- 
matic personality,  he  spent  his  life  try- 
ing to  get  rich  quickly  and  ultimately 
died  penniless  in  Rio  de  Janeiro  in 
1949  at  the  age  of  67. 

The  Match  King 

Ivar  Krueger  was  known  as  the  “Match 
King”  because  his  factories  produced 
more  than  two-  thirds  of  the  world’s 
matchsticks  at  the  height  of  his  reign 
in  the  1920s.  Although  famous  for  his 
matchstick  making,  Kreuger  was  actu- 
allv  a financial  genius  who  mastered 
several  industries.  Using  his  experi- 
ence in  finance,  he  was  able  to  utilize 
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COUPON-REPONSE  INTERNATIONAL 


Ce  coupon  peut  $tre  ichangd  contrc  untimbre-postedc  la  valeurde  25  centimes 
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International  reply  coupons  like  this  formed  the  basis  for  Charles 


Ponzi’s  money-making  scheme. 


creative  accounting  practices  with- 
out getting  caught,  and  move  money 
around  via  off  balance  sheet  liabilities 
and  inter-company  holdings  and  raise 
massive  capital  by  introducing  com- 
plex hybrid  securities. 

Kreuger’s  life  reads  like  a movie 
script.  Born  in  Sweden  to  a family 
with  a small  match  factory,  Kreuger 
actually  got  his  start  in  business  in  the 
engineering  and  construction  industry. 
After  finishing  school  in  Sweden,  he 
left  for  the  US  to  make  a name  for 
himself  and  spent  several  years  floun- 
dering, attempting  to  set  himself  up  in 
different  regions  of  the  country.  Even- 
tually Kreuger  got  a lucky  break  that 
enabled  him  to  pursue  engineering.  He 
spent  much  of  his  life  as  a young  adult 
traveling  the  world  assisting  in  major 
construction  projects  including  the 
stadium  for  the  1912  Olympics,  the 
Stockholm  city  hall,  the  Metropolitan 
Life  Tower,  the  Flatiron  building.  The 
Macy’s  building,  Syracuse  University’s 
stadium  and  many  beautiful  hotels 
around  the  world  including  the  Plaza 
and  St.  Regis  hotels. 

After  stumbling  across  “Kahn 
Iron,”  an  innovative  new  reinforced 


concrete  building  material  used  pri- 
marily in  America,  Kreuger  came  up 
with  the  idea  of  introducing  it  to 
Europe.  Partnering  with  Paul  Toll,  a 
fellow  Swede  and  Kahn’s  representa- 
tive in  Europe,  the  two  pioneered  new 
construction  methods  and  formed  the 
extremely  successful  Swedish  engi- 
neering firm  Kreuger  &c  Toll.  With 
Kreuger’s  business  savvy,  the  company 
quickly  developed  a near-monopoly  in 
construction  in  Europe  and  Scandi- 
navia. Soon,  though,  Kreuger  set  his 
sights  on  bigger  things  and  parted 
ways  with  Toll.  Leaving  him  to  run 
the  construction  company,  Kreuger 
established  and  ran  a spin-off  hold- 
ing firm  bearing  the  same  name  as  his 
construction  company. 

Kreuger  began  pursuing  a different 
industry:  matches.  Due  to  its  abun- 
dance of  natural  resources,  especially 
timber,  Sweden  had  long  been  a major 
player  in  the  matchstick  market.  Begin- 
ning with  the  takeover  of  his  family’s 
match  factory  and  then  with  other  fac- 
tories in  the  region,  Kreuger  quickly 
came  to  dominate  the  Swedish  match- 
stick  industry.  Unlike  Ponzi,  Kreuger 
produced  actual  profits  and  was  quite 
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a successful  entrepreneur  and  financial 
manager.  It  would  not  be  until  later 
that  Kreuger  would  begin  his  scheme. 

In  1922  Kreuger  made  a triumphant 
return  to  America  to  court  the  promi- 
nent investment  bank  Lee,  Higginson 
& Co.  With  his  extensive  knowledge 
and  ability  to  recite  facts  and  statis- 
tics on  even  the  most  arcane  financial 
topics,  Kreuger  impressed  the  Lee, 
Higginson  &c  Company  board,  and 
a partnership  was  formed.  Together 
they  introduced  numerous  securities 
to  the  American  public  over  the  next 
10  years  until  Kreuger’s  death  in  1932. 
Securities  were  issued  for  Kreuger  &c 
Toll,  International  Match  and  Swed- 
ish Match  Company,  the  largest  of 
Kreuger’s  companies,  though  it  is 
believed  that  Kreuger  supervised  over 
400  different  corporations  worldwide, 
some  of  which  were  legitimate  and 
others  that  only  existed  on  paper. 

Because  Kreuger  was  incredibly 
secretive  and  he  alone  controlled  his 
businesses,  he  treated  his  companies 
as  one  giant  corporation  and  freely 
moved  funds  between  them,  often 
to  the  confusion  of  his  accountants. 
This  provided  him  liquidity  and  the 
ability  to  pay  consistently  high  divi- 
dends, usually  20-25%,  even  on  his 
failed  ventures.  (One  of  Kreuger’s 
unsuccessful  endeavors  included  a try 
at  the  film  industry,  which  he  loved. 
He  is  credited  with  discovering  Greta 
Garbo,  a fellow  Swede  and  long- 
time friend.)  Kreuger  realized  that  he 
could  use  the  capital  raised  from  Inter- 
national Match  securities  to  negoti- 
ate loans  to  foreign  governments  in 
exchange  for  match  monopolies.  He 
then  turned  around  and  used  profits 
of  his  monopolies  to  pay  returns  on 
his  securities  and  negotiate  the  issu- 
ance of  new  securities.  Playing  on  the 
incredible  confidence  US  investors  had 
in  him,  Kreuger  would  occasionally 
issue  securities  before  the  negotiations 
with  national  governments  for  match 
monopolies  that  funded  the  securities 
were  finalized. 

Kreuger  was  remarkable  in  that  he 


existed  as  a sort  of  private  financier  to 
the  world,  negotiating  complex  loans 
with  governments.  He  essentially 
achieved  what  the  Dawes  Plan  did 
by  himself;  in  a little  over  a decade, 
Krueger  negotiated  loans  with  match 
deals  to  Peru,  Poland,  Ecuador,  Esto- 
nia, France,  Greece,  Hungary,  Latvia, 
Portugal,  Romania,  Yugoslavia,  Ger- 
many, Bolivia,  Bulgaria,  Guatemala, 
Lithuania,  Turkey  and  after  extensive 
negotiations  without  a resolution,  he 
fabricated  a deal  with  Italy,  even  forg- 
ing the  Minister  of  Finance’s  signature 
on  fake  bonds.  He  was  able  to  cover 
his  liabilities  and  support  new  busi- 
ness endeavors  by  collecting  funds 
from  new  security  issues  by  Kreuger 
& Toll  and  its  subsidiaries  in  a giant, 
complex  Ponzi  scheme. 

After  the  Crash  of  1929,  Kreuger’s 
companies  appeared  to  weather  the 
stormy  economic  climate  better  than 
most.  Not  believing  that  the  crash 
would  continue,  Kreuger  continued 
paying  out  false  dividends  and  even 
extended  his  liabilities  by  negotiat- 
ing a Si 25  million  loan  to  Germany. 
It  was  impossible  to  raise  sufficient 
funds  in  the  aftermath  of  the  crash  to 
keep  up  with  his  obligations.  Eventu- 
ally, Kreuger  began  to  falter  on  his 
payments.  Realizing  he  would  soon 
be  discovered,  he  committed  suicide  in 
March  1932.  A financial  crisis  ensued 
almost  immediately  after  Kreuger’s 
death,  but  it  would  not  be  for  another 
couple  of  years  that  the  full  extent  of 
his  deception  would  be  known. 

Bernard  Madoff 

In  2008,  the  largest  Ponzi  scheme 
in  history  was  revealed  by  the  mas- 
termind behind  it:  Bernard  Madoff. 
Unlike  Ponzi  and  Kreuger’s  pasts, 
Madoff's  background  provided  no 
indication  of  his  capacity  to  commit 
fraud.  A co-founder  and  former  chair- 
man of  NASDAQ,  he  served  on  the 
board  of  the  National  Association 
of  Securities  Dealers,  was  active  in 
philanthropic  circles,  and  his  firm  was 


at  one  time  the  largest  market-maker 
in  NASDAQ  securities.  Founded  in 
1960,  Bernard  L.  Madoff  Investment 
Securities  LLC  was  mostly  known  for 
market  making  and  acting  as  the  mid- 
dle man  in  the  transaction  of  buying 
and  selling  stocks.  He  was  a pillar  in 
the  securities  industry,  providing  solid 
advice  for  almost  50  years.  When 
he  turned  himself  in,  he  caught  the 
world  off-guard,  including  the  Securi- 
ties Exchange  Commission. 

It  is  estimated  that  Madoff's  fraud 
began  sometime  in  the  1980s  or  early 
1990s,  meaning  he  collected  between 
SI 0-1 7 billion  in  bogus  investments 
in  only  20  years.  Estimated  losses 
with  fabricated  gains  are  thought  to 
be  approximately  $65  billion.  There 
are  many  similarities  between  Ponzi, 
Kreuger  and  Madoff’s  schemes.  Like 
Kreuger,  Madoff’s  legitimate  activi- 
ties acted  as  a cover  for  his  fraudulent 
dealings.  Madoff  oversaw  a secretive, 
guarded  arm  of  his  renowned  firm 
that  provided  wealth  management  ser- 
vices. Keeping  it  separate  from  the  rest 
of  his  business,  even  physically  seg- 
regating it  on  another  building  floor 
from  the  rest  of  his  operations,  it  was 
under  this  secret  division  that  Madoff 
ran  a Ponzi  scheme  with  money  from 
his  wealthier  clients.  Madoff  did  nor 
openly  advertise  his  special  private 
wealth  management  services,  creating 
the  illusion  of  exclusivity.  The  fund 
consistently  paid  out  a steady  return 
of  12%  (less  ostentatious  than  Ponzi’s 
50%  or  Kreuger’s  20-25%).  Once 
granted  the  privileges  of  investing 
with  Madoff’s  fund,  depositors  were 
reluctant  to  question  the  details  of  his 
methods  or  strategy. 

As  a well-respected  financial  man- 
ager, a man  who  had  testified  before 
Congress  and  who  had  also  worked 
alongside  the  SEC  in  the  regulation  of 
NASDAQ  in  its  early  days,  the  SEC 
found  it  unnecessary  to  interrogate  his 
operations  as  well.  His  swindle  was 
not  actually  discovered  until  he  turned 
himself  in,  revealing  everything  and 


taking  sole  credit  for  the  entire  scheme. 
It  is  curious  that  a serious  investiga- 
tion was  never  made.  In  hindsight,  the 
signs  are  all  there  and  we  know  that 
a handful  of  people  had  picked  up 
on  the  suspicious  nature  of  Madoff’s 
profits.  In  May  2001,  both  Barron’s 
and  a trade  publication  called  Mar/ 
Hedge  published  investigative  reports 
on  his  hedge  fund,  both  citing  the 
impossible  annual  returns,  Madoff’s 
decision  to  charge  a paltry  commission 
instead  of  collecting  management  fees, 
and  Mar/Hedge  additionally  noted  the 
unlikelihood  of  Madoff's  hedge  fund 
being  one  of  the  largest  in  the  world 
while  remaining  virtually  unknown. 
Harry  Markopolos  also  vociferously 
proclaimed  Madoff  to  be  a fraud, 
picking  up  on  suspicious  behavior  as 
early  as  1999  and  even  reported  his 
misgivings  to  the  SEC  on  more  than 
one  occasion. 

At  age  71,  Madoff  went  to  trial  and 
pled  guilty  to  1 1 federal  offenses,  possi- 
bly sparing  his  family  and  those  around 
him  from  admitting  responsibility.  He 
was  sentenced  to  150  years  in  prison, 
the  maximum  allowable  sentence  with 
no  possibility  for  parole. 

None  of  these  three  stories  have 
happy  endings.  Between  severe  prison 
sentences  and  death,  each  financier 
paid  duly  for  their  crimes.  Even  if  they 
believed  their  schemes  were  only  a 
temporary  means  to  an  end,  they  all 
ultimately  proved  that  fraud  does  not 
pay  (for  very  long)  and  that  a Rob- 
Peter-to-Pay-Paul  scheme  is  never  sus- 
tainable. Despite  these  three  examples, 
which  vividly  illustrate  this  important 
lesson,  Ponzi  artists  continue  to  prac- 
tice their  art.  Just  as  Kreuger  ignored 
Ponzi's  fate  and  Madoff  disregarded 
them  both,  small  scale  Ponzi  schemes 
are  still  amazingly  still  being  revealed 
even  with  Madoff’s  name  still  in  news- 
paper headlines,  ua 
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and  America’s  First  Financial  Scandal 


By  David  J.  Cowen 


On  April  19,  1792,  hundreds  of 
Manhattan’s  30,000  or  so  denizens 
surrounded  the  “New  Gaol”  (prison) 
chanting,  “we  will  have  Mr.  Duer,  he 
has  gotten  our  money.”  Some  members 
of  the  mob  were  mere  bystanders,  but 
a good  number  milled  about  hopeful  of 
getting  their  hands,  or  perhaps  a rope, 
around  the  neck  of  jailed  bankrupt  Wil- 
liam Duer.  About  a month  previously 
Duer  had  “stopped  payment,”  essen- 
tially informing  his  numerous  creditors 
that  he  would  not  be  paying  them  back 
any  time  soon,  indeed  if  ever. 

Imprisoning  insolvent  debtors  like 
William  Duer  was  commonplace  in 
18th  century  America.  The  vast  major- 
ity of  such  incarcerations  elicited  little 
more  than  snide  comments  about  the 
debtor  and  his  conduct,  but  whereas 
most  bankrupt  people  had  a half 
dozen,  a dozen  or  maybe  a score  of 
major  creditors,  Duer  had  borrowed 
relatively  heavily  from  everyone  he 
could  before  declaring  his  inability 
to  repay.  According  to  Dr.  Benjamin 
Rush,  Duer’s  creditors  included  “mer- 
chants, tradesmen,  draymen,  widows, 
orphans,  oystermen,  market  women, 
churches  and  even  common  prosti- 
tutes.” The  banks  and  major  stock- 
brokers were  also  in  for  large  sums. 
Duer’s  failure  wiped  out  the  savings 
of  a good  many,  some  of  whom,  it  is 
claimed,  wept  in  the  streets  and  in  their 
homes.  Visitors  to  New  York  City 
reported  that  they  “scarcely  entered 
a house  in  which  [they]  did  not  find 


the  woman  in  tears  and  the  husband 
wringing  his  hands.” 

Contemporaries  considered  the  ill 
effects  of  Duer’s  failure  “beyond  all 
description.”  Reverberations  rippled 
through  the  economy,  especially  in 
New  York,  Philadelphia  and  Boston, 
where  panicked  sales  sent  stock  and 
bond  prices  reeling.  The  tender  young 
financial  system  hung  in  the  balance, 
and  all  because  of  Duer’s  greedy  aspi- 
ration to  seize  it  for  himself.  In  slightly 
more  technical  terms,  Duer  had  sought 
to  “corner”  the  entire  US  securities 
market.  He  devised  the  most  devious 
machination  yet  witnessed  on  Ameri- 
ca’s shores  to  fund  his  financial  coup 
attempt,  though  his  scheme  fell  far 
short  of  success.  When  the  public  real- 
ized Duer  was  more  shyster  than  finan- 
cier, they  felt  betrayed  and  naturally 
sought  revenge.  At  that  point,  Duer 
was  safer  in  jail  than  in  his  own  home. 

Alexander  Hamilton’s  critics 
believed  that  Duer’s  perfidy  would 
finish  off  the  entire  financial  system 
and  perhaps  even  Hamilton  himself. 
Duer,  after  all,  had  been  his  assistant 
at  the  Treasury  Department  just  two 
years  before.  But  Jefferson,  Madison 
and  their  followers  underestimated 
the  resilience  of  both  the  financial 
markets  and  Hamilton.  As  it  would 
do  time  and  again,  the  financial  sys- 
tem survived  the  episode  and,  like 
Hamilton,  actually  grew  stronger  for 
the  experience.  Duer  was  the  quintes- 
sential poster  boy  for  malfeasance,  a 
sinner  unequaled  in  the  early  days  of 
the  American  financial  system.  Jef- 


ferson once  called  him  “the  King  of 
the  Alley,”  a reference  to  sordid,  back 
alley  dealings. 

Born  in  1743  in  Devonshire,  Eng- 
land, Duer  entered  public  life  in  India 
as  an  aide  to  the  famous  Lord  Clive 
before  heading  to  New  York  as  a 
Royal  Navy  mast  timber  contractor. 
Letters  of  introduction  provided  Duer 
with  connections  to  two  of  colonial 
America’s  most  influential  men,  Wil- 
liam Alexander  (a.k.a.  “Lord  Stirling”) 
and  Albany  patrician  Philip  Schuyler. 
Both  men  would  indirectly  play  key 
roles  in  his  life,  as  Duer  married  Alex- 
ander’s daughter,  and  Schuyler  even- 
tually introduced  Duer  to  Hamilton. 

On  Schuyler’s  advice,  Duer  pur- 
chased land  near  Albany,  and  soon 
thereafter  opened  the  area’s  first  saw 
and  gristmills.  By  1775,  Duer  claimed 
to  support  the  growing  revolution- 
ary movement,  though  not  all  found 
his  claims  convincing  because  he  had 
been  in  the  New  World  only  about 
seven  years.  Several  prominent  New 
Yorkers,  however,  vouched  for  him, 
positioning  him  as  a moderate.  Schuy- 
ler, Major  General  of  the  New  York 
militia,  went  further,  offering  Duer, 
who  had  no  real  military  experience, 
a commission  as  a colonel. 

By  July  1776,  Duer’s  commitment  to 
American  independence  was  sufficiently 
established  that  he  was  selected  a mem- 
ber of  New  York  State’s  Provincial 
Congress.  He  soon  became  an  unof- 
ficial liaison  between  General  Washing- 
ton and  the  state  government.  The  fol- 
lowing March,  Duer  began  a two-year 
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stint  as  one  of  New  York’s  representa- 
tives in  the  Continental  Congress.  His 
first  task  was  to  defend  the  reputation 
of  his  patron,  Major-General  Schuyler, 
who  had  been  relieved  of  command. 
Duer  politicked  effectively,  eventu- 
ally winning  Schuyler’s  reinstatement, 
and  impressing  many,  including  future 
US  President  John  Adams  and  Rob- 
ert Morris,  with  whom  Duer  served 
on  finance-related  committees.  Duer 
also  found  himself  on  the  all-important 
“Board  of  War,”  the  equivalent  of  the 
War  Department,  where  he  became 
involved  in  strategic  military  planning. 
Eventually  disenchanted  with  Congress 
over  war-related  issues,  Duer  was  likely 
relieved  not  to  be  returned  to  Congress 
in  1779. 

Duer’s  mercantile  career  began 
inauspiciously  later  that  year  when  he 
partnered  with  Silas  Deane,  American 
representative  in  Paris,  James  Wilson, 
the  famous  jurist  and  attorney  for  the 
Bank  of  North  America,  and  a Span- 
iard sent  to  Philadelphia  to  acquire 
masts  for  the  Spanish  Navy.  The  rep- 
resentative received  one-fourth  of  the 
profits  for  securing  the  deal,  certainly 
what  we  would  call  a “bribe,”  but 
the  deal  collapsed  because  the  Span- 
ish representative  died,  Deane  ended 
up  in  London  a suspected  traitor, 
and  the  masts  were  of  poor  quality. 
Undeterred,  Duer  forged  ahead,  using 
his  father-in-law’s  influence  to  secure 
Army  provisioning  contracts,  though 
that  deal  also  eventually  disintegrated. 


At  this  stage  Duer's  close  relation- 
ship with  Robert  Morris  bolstered 
his  as  yet  undistinguished  mercantile 
career.  Morris  first  lent  Duer  funds 
to  purchase  confiscated  loyalist  farms 
in  New  York.  Later,  after  becom- 
ing Superintendent  of  Finance,  Morris 
helped  Duer  to  obtain  lucrative  Army 
supply  contracts.  While  he  won  some 
contracts  because  he  offered  the  best 
products  at  the  lowest  prices,  other 
sales  fell  to  him  because  of  his  influ- 
ence with  Morris  and  others. 

Increasingly,  Duer  became  more 
interested  in  profits  than  patriotism. 
In  1783,  shortly  after  news  of  peace 
arrived,  Duer  and  partner  Daniel 
Parker  secured  a contract  to  supply  the 
Hritisb  forces  in  New  York  City.  Many 
patriots  would  not  have  supplied  the 
British  at  any  price,  but  Duer  was 
clearly  oriented  towards  profit.  He  and 
Parker  embarked  on  other  ventures 
as  well,  including  the  China  trade.  In 
typical  Duer  fashion,  however,  the  ven- 
ture went  amuck.  Parker  absconded  to 
Europe  with  the  firm’s  records  and  an 
oversized  share  of  its  profits. 

In  the  meantime,  Duer  and  his  wife 
moved  to  New  York  City,  where  they 
became  friends  with  Hamilton  and 
his  wife,  Betsy.  Duer  became  a major 
player  in  the  city’s  social  and  business 
circles.  In  January  1785  the  Continen- 
tal Congress  also  moved  to  New  York 
City.  1 he  so-called  Treasury  Board,  a 
committee  of  three  consisting  of  Sam- 
uel Osgood,  Walter  Livingston  and 


Arthur  Lee,  replaced  Morris  as  head 
of  the  nation's  finances.  When  the 
Board  noted  it  needed  an  assistant  to 
handle  administrative  details,  Morris 
recommended  Duer.  Soon  thereafter 
Congress  upgraded  Duer's  position 
to  “Secretary”  and  fattened  his  wallet 
to  the  rune  of  $1,850  a year,  a very 
nice  salary  for  the  period,  but  a sum 
far  below  his  lofty  aspirations.  Duer’s 
finances  soon  became  so  entangled 
with  those  of  Congress  that  only  with 
considerable  guesswork  could  the  two 
be  separated.  By  1788  Duer's  financial 
circumstances  were  so  dire  that  he 
felt  compelled  to  “borrow”  a warrant 
from  the  Treasury.  He  used  that  piece 
of  paper  to  secure  a personal  loan.  By 
any  standards,  the  transaction  was 
nothing  more  than  outright  theft. 

While  holding  this  post,  Duer  also 
managed  to  entangle  himself  in  the 
newlv-invigorated  securities  market. 
By  the  late  1780s,  real  estate  had  given 
way  to  financial  instruments  as  the 
main  object  of  speculative  lust,  espe- 
cially in  the  big  port  cities.  The  securi- 
ties market,  with  the  numerous  variet- 
ies of  Revolutionary  War  debt  daily 
fluctuating  in  value,  offered  many 
more  “plays”  than  land  sales,  which 
were  relatively  straightforward  buy 
and  sell  affairs.  Moreover,  the  finan- 
cial markers  were  more  liquid  than 
real  estate  markers.  In  other  words, 
financial  instruments  were  easier  and 
cheaper  to  trade  than  land. 

In  1789,  when  Alexander  Hamilton 
became  the  nation's  first  Secretary 
of  the  Treasury,  Duer  accepted  an 
invitation  to  become  the  Assistant 
Secretary,  and  in  some  ways  he  was 
a good  choice  for  the  post.  He  was  a 
firm  patriot  during  the  Revolution  and 
a staunch  supporter  of  the  new  federal 
Constitution.  Moreover,  Duer  already 
lived  in  New  York,  the  nation’s  first 
capital,  and  had  extensive  experience 
in  government,  including  the  Treasury 
Board,  and  mercantile  trade.  Hamilton 
and  Duer  knew  each  other  personally 
and,  perhaps  most  importantly,  Duer 
knew  more  about  the  actual  function- 
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rhts  note,  dated  February  24.  1 792.  was  signed  by  William  Duer  at  the  time  be  was  committing 
financial  fraud.  Duer  had  borrowed  S 1 . 000  from  John  Pintard.  a co-conspirator,  promising  to 
pay  the  money  back  in  30  days.  Flowever,  he  reneged  on  this  note,  as  he  did  on  many  others. 
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Promissory  note  signed  by  William  Duer,  January  13,  1785. 


ing  of  the  emerging  securities  markets 
than  most.  Had  he  stayed  clean,  Duer 
would  have  been  a valuable  aid  to 
Hamilton’s  grand  financial  plan. 

In  other  respects,  though,  Duer  was 
a poor  choice  for  this  position,  namely 
because  he  had  already  shown  blatant 
disregard  for  the  law.  Perhaps  Hamil- 
ton believed  that  Congress’s  attempt  to 
prohibit  any  Treasury  employee  from 
dealing  in  public  securities  would  bind 
Duer  to  the  straight  and  narrow,  or 
perhaps  he  believed  that  Duer  would 
again  place  the  interests  of  the  country 
ahead  of  personal  gain.  In  the  end, 
however,  Duer  duped  Hamilton  as  he 
had  hundreds  of  others. 

The  temptations,  after  all,  were 
enormous.  Early  knowledge  of  if,  when 
and  how  Congress  would  assume  state 
debts,  for  instance,  was  potentially 
worth  millions.  State  securities  trading 
for  just  pennies,  nickels  or  dimes  on  the 
dollar  would  appreciate  rapidly  toward 


their  full  face  value  if  the  federal  gov- 
ernment announced  it  would  take  over 
the  debts  on  liberal  terms.  If  assumption 
failed,  however,  the  securities  would  at 
best  maintain  their  value.  Then  as  now, 
inside  information  was  the  key  to  mak- 
ing fabulous  riches  on  the  quick.  So 
once  again  Duer  clandestinely  pursued 
his  speculative  activities,  and  he  often 
leaked  important  information. 

In  early  April  1790,  Duer  resigned 
from  the  Treasury  amidst  accusations 
of  shady  dealings  involving  the  debate 
over  assumption.  Officially,  Duer  “left 
to  do  better,”  and  initially  he  did  do 
well.  Assumption  passed  Congress  in 
August  1790,  and  soon  after  Duer 
cashed  in  on  his  speculations  in  depre- 
ciated state  debts. 

What  ultimately  destroyed  Duer  was 
his  own  insatiable  greed.  The  beginning 
of  the  end  for  him  began  on  July  4, 
1791,  the  date  of  the  IPO  of  the  Bank  of 
the  United  States.  Duer  pushed  the  price 


of  script  (a  right  to  purchase  a share  of 
stock)  to  dizzying  heights,  from  its  issue 
price  of  $25  to  over  $325  a month 
later.  When  Hamilton  warned  of  irra- 
tional exuberance,  script  prices  plum- 
meted, but  not  before  savvy  or  lucky 
traders  like  Duer  had  made  a 12-fold 
profit.  In  a scene  eerily  reminiscent  of 
the  Internet  craze  of  the  1990s,  the  lure 
of  such  gargantuan  returns  encouraged 
mechanics,  shopkeepers  and  merchants 
to  neglect  “their  regular  and  profitable 
commerce”  to  trade  scripts. 

As  a “bull,”  Duer  looked  for  script 
prices  to  rise,  and  did  everything  in  his 
power  to  see  that  they  did.  His  alter 
ego  in  this  instance  was  “bear”  inves- 
tor Brockholst  Livingston,  who  would 
profit  if  prices  decreased.  Duer  knew 
that  prices  could  not  increase  forever, 
so  he  looked  for  a break  and  rapidly 
sold  out  when  it  came.  Smaller,  less 
informed  investors  got  stuck  and  suf- 
fered large  losses.  After  prices  came 
down  in  August  and  September,  Duer 
started  buying  scripts  again,  hoping 
that  the  boom  and  bust  cycle  would 
continue. 

He  also  bought  in  order  to  gain 
some  control  over  the  national  bank. 
As  the  owner  of  many  scripts,  Duer 
influenced  the  organizational  meeting 
of  the  Bank  held  in  Philadelphia  in 
October  1791.  Including  the  holdings 
of  his  close  associates  and  agents, 
Duer  may  have  controlled  1,200  of 
the  20,000  shares  available  to  the 
public.  Anticipating  a price  spike,  he 
used  his  weight  to  convince  the  Bank 
to  announce  that  it  would  establish  a 
nationwide  network  of  branches.  The 
ploy  worked.  When  the  Bank  made  the 
announcement,  its  stock  price,  with 
help  from  Duer’s  own  shill  (which  is 
to  say  fake)  bidders,  jumped  and  he 
unloaded  600  shares  for  a profit. 

Duer  could  engage  in  such  schemes 
because  the  securities  market  was 
already  quite  liquid,  with  stocks  and 
bonds  changing  hands  quickly  and 
cheaply.  Between  September  1791 
and  March  1792,  the  public  appetite 
for  securities  was  especially  hearty. 
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In  his  Report  on  Public  Credit,  Alexander  Hamilton  outlined  a plan  to  assume  the  debts  of  the 
Revolutionary  War.  He  took  old  state  and  national  debt  and  converted  it  into  three  new  hands: 
one  hearing  interest  I such  as  the  one  shown  here I.  one  hearing  6%  interest 
and  a third  that  would  pay  h"„  interest  beginning  in  I SOI.  These  certificates  were 
integral  to  William  liner's  scheme,  as  he  was  trying  to  corner  the  debt  market. 


By  December,  new  issues  poured  into 
the  market,  further  heightening  trad- 
ing activity.  All  told,  17  new  corpora- 
tions held  IPOs  in  those  six  months, 
and  the  new  ventures  all  sought  one 
thing — cash.  The  markets  were  work- 
ing their  magic,  matching  those  with 
savings  but  no  profitable  ideas  (inves- 
tors) to  those  with  profitable  ideas  but 
no  savings  (entrepreneurs).  Riches  fairly 
earned  were  there  to  he  made  from 
those  genuinely  wealth-creating  enter- 
prises. True  to  form,  however,  Duer 
was  interested  only  in  riches,  regard- 
less of  their  manner  of  acquisition.  On 
December  27,  1791,  he  hatched  a bold 


plan  to  acquire  in  one  fell  swoop  the 
wealth  he  believed  he  deserved. 

Duer  formed  a secret  partnership 
with  Alexander  Macomb  and  others, 
who  with  Duer’s  prodding  agreed  to 
attempt  to  corner  the  US  securities 
market,  including  stock  of  the  Bank  of 
the  United  States  and  the  Bank  of  New 
York.  An  Irishman  turned  successful 
American  speculator,  Macomb,  like 
so  many  others,  fell  for  Duer’s  pitch. 
Sitting  in  jail  a few  months  later,  he 
cursed  himself  for  believing  in  Duer. 
Indeed,  Duer  made  Macomb  look  fool- 
ish, convincing  him  to  buy  while  Duer 
secretly  unloaded  unwanted  securities. 


Duer’s  master  plan  was  compli- 
cated. He  realized  that  the  new  banks 
being  formed  in  New  York  and  else- 
where would  weaken  existing  banks 
as  stockholders  in  the  new  institutions 
withdrew  rheir  deposits  and  patron- 
age from  the  older  institutions.  That 
pressure,  in  turn,  would  decrease  the 
older  banks’  profits,  dividends  and 
stock  prices.  Duer  also  hoped  to  con- 
trol one  of  the  new  banks,  the  Mil- 
lion Bank.  But  he  failed  to  seize  the 
company,  ironically  enough,  because 
the  speculative  mania  then  building 
caused  its  IPO  to  he  oversubscribed, 
thus  preventing  Duer’s  cabal  from 
buying  up  a controlling  interest. 

Duer  then  decided  to  kill  the  Mil- 
lion Bank  and  profit  at  the  same  time. 
If  the  New  York  legislature  rejected 
the  Million  Bank's  charter  application, 
then  naturally  shares  of  rhe  other  hank 
in  town  at  this  time,  the  Bank  of  New 
York  (BONY),  would  increase.  More- 
over, rumors  abounded  that  rhe  BONY 
might  seek  to  join  with  the  Bank  of 
the  United  Stares  rather  than  compete 
against  it,  and  that  Hamilton  would 
support  the  merger.  Such  a deal,  Duer 
knew,  would  also  cause  BONY  stock 
to  soar.  So  Duer  bought  up  as  much 
BONY  stock  as  he  could.  Because 
his  finances  were,  as  usual,  stretched 
thin  due  to  his  other  engagements,  he 
promised  payment  in  May.  He  hoped, 
of  course,  that  rhe  stock  price  would  in 
the  meantime  increase  so  that  he  could 
sell  the  shares,  pay  the  debts  he  owed 
for  their  purchase,  and  keep  the  consid- 
erable balance  in  his  pocket. 

But  Duer  was  far  from  done.  He  also 
moved  against  U.S.  government  securi- 
ties. Hamilton’s  financial  plan  had  sim- 
plified the  bond  market  by  consolidat- 
ing a large  variety  of  debt  instruments 
into  just  three  types  of  bonds,  one  that 
paid  three  percent  interest  (per  annum, 
quarterly),  one  that  paid  six  percent 
interest  and  one  that  paid  six  percent 
per  annum  beginning  in  1801.  Roughly 
$75  million  worth  of  the  bonds  existed, 
trading  in  America  and  overseas. 

continued  on  page  35 
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JAMBS  BOWIE'S 

Louisiana  Purchase  Fraud 
and  the  Monclova  Speculations 
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By  Ron  Hunka 

In  the  hagiology  of  Texas  heroes, 
those  who  died  at  the  Alamo  are 
especially  revered.  Within  that  select 
group,  James  Bowie,  co-commander 
of  the  legendary  mission-fortress,  is 
among  the  most  esteemed.  Honored  by 
a namesake  county  and  a town,  many 
public  schools  and  prominent  streets  in 
cities  across  Texas  also  bear  his  name. 
His  portrait  hangs  in  the  Texas  House 
of  Representatives.  Yet,  not  widely 
known  is  Bowie’s  implementation  of 


a massive  fraud  perpetrated  with  pub- 
lic lands  in  Louisiana  and  Arkansas 
acquired  by  the  United  States  in  the 
Louisiana  Purchase  of  1803. 

After  leaving  Missouri  in  1801, 
Bowie’s  family  migrated  to  the  French 
possession  of  Louisiana  when  he  was 
six  years  old.  (Louisiana  had  belonged 
to  Spain  from  1762  to  1800.)  In  what 
became  the  18th  state,  Bowie  grew  up 
and  spent  most  of  his  life. 

In  1818,  Bowie  and  a brother, 
Rezin,  met  the  pirate  and  privateer 
Jean  Lafitte,  also  known  for  his  naval 


contributions  to  the  American  cause 
in  the  War  of  1812.  A few  years  later, 
Lafitte  established  a stronghold  and 
slave  market  on  Galveston  Island,  out- 
side of  US  territory.  Though  Thomas 
Jefferson  had  signed  a bill  abolishing 
inbound  slave  trade  to  the  United 
States  in  1808,  Lafitte  prospered  in 
it.  With  his  human  cargo  captured 
from  ships  in  the  Caribbean  and  Gulf 
of  Mexico,  Lafitte  and  the  Bowies 
smuggled  slaves  into  Louisiana. 

To  discourage  the  illegal  slav- 
ing, Louisiana  had  passed  a law  that 
awarded  half  the  value  of  a slave  cargo 
to  the  whistle  blower  who  turned  it  in. 
Nonetheless,  conspiring  with  corrupt 
officials,  Bowie  turned  in  his  own 
slave  cargoes  and  collected  for  them 
on  at  least  three  separate  occasions. 
Subsequently,  when  the  slaves  were 
put  up  for  auction,  Bowie  bought 
them  back.  From  this  illegal  activ- 
ity, the  Bowies  reaped  a considerable 
$65,000  profit. 

Nonetheless,  it  was  the  acquisi- 
tion of  large  land  holdings  that  most 
interested  James  Bowie.  To  that  end, 
he  gave  up  the  slave  trade.  In  1818, 
Bowie  and  a partner  acquired  land 
at  Bayou  Boeuf.  However,  two  years 
later,  they  were  astonished  to  dis- 
cover they  had  been  bamboozled  by 
the  disingenuous  seller  — the  land  title 
was  invalid.  Perhaps  schooled  by  this 
experience,  the  calculating  Bowie  soon 
foresaw  a large  scale  opportunity  for 
his  own  land  fraud. 

Land  for  the  Taking 

In  the  Louisiana  Purchase  Treaty, 
signed  in  Paris  in  May  1803,  Rob- 
ert Livingston,  the  American  resident 
minister  at  the  court  of  Napoleon, 
had  accepted  a provision  to  honor 
land  grants  awarded  by  Spain  during 
its  stewardship  of  the  territory.  This 
seemingly  inconsequential  detail  was 
to  present  more  difficulties  than  Living- 
ston was  likely  ever  to  have  imagined. 

Many  of  these  grants  had  never  been 
claimed,  and  an  overall  record  of  them 
no  longer  existed.  To  complicate  mat- 
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rers,  some  were  “floating  grants,”  not 
associated  with  a particular  parcel  of 
land,  only  specify  ing  a general  area.  In 
these  confusing  circumstances,  Bowie 
discerned  a promising  opportunity.  At 
the  time,  Louisiana  held  thousands  of 
acres  of  public  domain  land  it  planned 
to  sell.  But  first  the  matter  of  the 
Spanish  land  grants  had  to  he  settled. 
Accordingly,  the  state  established  three 
administrative  districts  and  allowed 
grant  holders  until  December  31,  1820 
to  file  their  documentation. 

Shortly,  in  the  sparsely-settled 
Quachita  District  of  northern  Louisi- 
ana, headquartered  in  Natchitoches, 
Bowie  began  scouting  for  choice  pieces 
of  property.  With  a working  knowledge 
of  Spanish,  he  soon  brazenly  began 
forging  grant  documents — probably 
modeling  them  on  an  original.  Next, 
he  forged  bills  of  sale,  designating  him- 
self as  the  purchaser.  Often,  he  “cre- 
ated” witness  signatures  and  “marks” 
as  well.  As  a safeguard  against  poten- 
tial witness  verification  issues,  Bowie 
chose  his  sales  locations  in  towns 
distant  from  Natchitoches.  Examples 


included  St.  Martin  Parish  in  south- 
ern Louisiana;  Mobile,  Alabama;  and 
San  Augustine,  Texas.  Also,  Bowie 
shrewdly  waited  until  near  the  Decem- 
ber 31  deadline  to  file  his  documents, 
to  minimize  time  for  review. 

Though  Bowie  had  taken  precau- 
tions against  detection,  he  made  care- 
less mistakes  as  well.  For  example,  he 
did  not  alter  his  handwriting,  so  that 
script  supposedly  written  by  various 
Spanish  officials  over  time  was  all  the 
same.  Carelessly,  he  sometimes  mis- 
spelled common  names  of  the  grantees. 
Frequently,  in  addition,  Bowie  was  nor 
above  using  the  perennially  popular 
“ John  Smith”  as  a witness  name. 

Sprinkled  across  the  documents 
were  errors  of  chronology  as  well.  For 
example,  in  one  of  his  grants,  purport- 
edly signed  in  1 ~8 8.  Bowie  referred 
to  "Bayou  Macon,”  though  the  name 
was  unknown  in  that  locale  prior 
to  its  namesake  individual’s  residency 
beginning  in  1803.  Likely,  Bowie  was 
not  entirely  alone  in  smaller  instances 
of  land  grant  fraud,  but  what  set  him 
apart  was  the  grand  scale  of  his  fraud. 


If  it  Works  in  Louisiana 

Like  Louisiana,  the  land  of  the  pres- 
ent state  of  Arkansas  had  also  been 
acquired  in  the  Louisiana  Purchase. 
Thus,  the  same  Spanish  land  grant 
stipulations  applied.  In  1824,  the  US 
Congress  passed  a law  calling  for  the 
submission  of  Spanish  land  grant  doc- 
umentation for  the  federal  territory  of 
Arkansas,  which  ultimately  became  a 
state  in  1 836. 

With  Bowie’s  brother  John,  the 
salesman,  and  James,  the  forger, 
sometime  in  late  1825  or  early  1826, 
already  having  committed  widespread 
land  fraud  in  Louisiana,  James  auda- 
ciously implemented  the  same  scheme 
in  Arkansas.  Unsurprisingly,  Bowie’s 
forgery  skills  improved  little  between 
Louisiana  and  Arkansas.  Again,  he 
made  mistakes.  Nor  only  was  the 
handwriting  the  same  on  all  his  docu- 
ments, but  it  little  resembled  the  fine 
cursive  of  Spanish  legal  documents. 
Also,  as  Bowie’s  command  of  Spanish 
was  imperfect,  some  of  his  misspell- 
ings would  have  been  an  embarrass- 
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ment  to  educated  Spanish  officials. 
And  Bowie  used  the  same  pen,  ink  and 
paper  for  all  the  documents. 

Old  Land  Grants,  New  Land  Grants 

Meanwhile,  in  1825,  the  Mexican 
government,  which  became  a repub- 
lic under  its  constitution  of  1824, 
began  overtures  for  the  colonization 
of  Texas  by  North  Americans  through 
its  own  land  grants.  Through  them, 
Mexican  law  entitled  every  married 
male  colonist  to  a generous  4,428 
acres  for  grazing  cattle  and  177  for 
farming.  Empresarios,  such  as  Stephen 
F.  Austin,  could  earn  48,708  acres  for 
themselves  by  bringing  in  a minimum 
200  families.  Accepting  Catholicism, 
obeying  Mexican  law,  and  abandon- 
ing slave  ownership  were  the  only 
requirements  of  the  settlers  — though 
the  latter  requirement  went  largely 
ignored.  The  generous  Mexican  land 
grants  in  Texas,  publicized  in  Loui- 
siana and  surrounding  states,  were 
duly  noted  by  James  Bowie,  who  soon 
planned  an  exploratory  trip. 

In  Arkansas,  in  1827,  John  Bowie 
submitted  his  land  grant  claims  to 
the  Little  Rock  Superior  Court,  and, 
despite  their  errors,  almost  all  of 
James  Bowie’s  inexpertly  forged  doc- 
uments were  certified.  By  the  time 
James  returned  from  his  Texas  trip  in 
the  summer  of  1828,  John’s  Arkansas 
land  sales  had  taken  off.  On  one  day 
in  October,  he  sold  15  grant  parcels. 

Nonetheless,  United  States  Deputy 
Attorney  General  Samuel  J.  Doane  in 
Arkansas  had  grown  suspicious  of  the 
Bowie  grants.  By  1829,  Bowie’s  care- 
lessness in  the  details  of  his  documents 
in  Louisiana  had  also  aroused  the  sus- 
picion of  James  Turner,  an  official  in 
the  Washington,  Mississippi  US  Land 
Office.  Aware  of  possible  detection  of 
his  fraud  and  alarmed,  Bowie  went 
into  damage  control  mode. 

Hastily,  Bowie  asked  James  Alli- 
son, a trusted  cohort  whom  he  had 
paid  for  survey  work,  to  verify  that 
the  “originals”  of  the  forgeries  had 
been  removed  from  the  land  office  in 


Donaldsonviile,  Louisiana,  then  the 
state  capital.  Unfortunately,  Turner 
happened  to  be  present  the  day  Alli- 
son visited  Donaldsonviile.  Ascertain- 
ing that  some  of  the  original  forgeries 
were  still  in  the  office,  Allison  asked  to 
remove  them  for  further  notation.  But 
Turner  saw  through  him  and  refused. 

Now  highly  suspicious,  Turner 
began  to  reconstruct  Bowie’s  fraudu- 
lent steps.  But  in  the  end,  surprisingly, 
when  he  laid  his  findings  before  legal 
authorities,  he  was  stunned  to  learn 
that  there  was  no  law  specifically 
prohibiting  the  acquisition  of  Spanish 
land  grants  through  fraud.  Things  had 
simply  moved  too  fast,  and,  by  chance, 
Bowie  had  stumbled  through  a legal 
loophole  that  shielded  him  from  pros- 
ecution, though  perhaps  a case  could 
still  be  made  for  other  prosecutable 
offenses  such  as  “forgery,  bribery, 
suborning  public  officials  and  perhaps 
even  extortion  or  intimidation.”  Of 
course,  Bowie’s  fraudulent  Louisiana 
claims  were  now  exposed. 

When  Turner  informed  George  Gra- 
ham, the  Commissioner  of  the  Gen- 
eral Land  Office  in  Washington,  DC, 
of  Bowie’s  Louisiana  fraud,  Graham 
dispatched  Col.  Isaac  T.  Preston  to 
Little  Rock  to  investigate  the  Bowies’ 
previously  approved  Arkansas  claims. 
There,  Preston  found  63  such  claims, 
of  which  he  reported  58  could  clearly 
be  demonstrated  to  be  fraudulent. 

When  Deputy  Attorney  General 
Doane  in  Little  Rock  subsequently 
appealed  the  Arkansas  Court’s  origi- 
nal approval  of  the  Bowie  claims, 
it  was  determined  that  a number  of 
Bowie’s  witnesses  had  been  bribed. 
In  1831,  therefore,  the  original  deci- 
sion of  the  Arkansas  court  on  Bowie’s 
claims  was  reversed. 

In  January  1 833,  when  a case  involv- 
ing one  of  Bowie’s  defrauded  Arkansas 
victims  was  appealed  to  the  US  Supreme 
Court,  in  Sampeyrac  and  Stewart  v.  the 
United  States , the  court  ruled  that  the 
defrauded  victim  could  not  gain  pos- 
session of  the  land  on  a false  document 
despite  his  blamelessness  in  the  transac- 


tion. Ironically,  since  Bowie  had  sold 
none  of  the  land,  his  name  was  not  on 
any  of  the  papers.  As  a result,  again,  he 
could  not  be  prosecuted. 

Had  Bowie  been  successful  in  his 
ambitious  land  grant  fraud,  gaining 
ownership  of  80,000  acres  in  Arkan- 
sas and  a nearly  equal  amount  in 
Louisiana,  he  would  have  become 
one  of  the  largest  landholders  in  the 
country.  As  it  was,  Bowie  had  but  one 
remaining  hope,  Texas. 

The  Grass  is  Greener  on  the 
Texas  Side  of  the  Sabine 

In  leaving  for  Texas,  Bowie  was  fol- 
lowing a practice  of  men  whose  for- 
tunes had  fallen  on  hard  times  in 
Louisiana.  Crossing  the  Sabine  River, 
the  border  between  the  two  states,  had 
become  synonymous  with  running  out 
on  debts  and  problems  with  the  law  in 
Louisiana. 

For  the  rugged  frontier  life  in  Texas, 
however,  Bowie  (at  six  feet  tall  and 
180  pounds)  was  well-suited,  hav- 
ing already  established  himself  as  a 
formidable  knife  fighter  in  the  “Sand 
Bar  Fight”  near  Natchez,  Mississippi 
in  1827.  Though  shot  twice  and  run 
through  by  a sword  cane,  he  had  killed 
an  opponent  with  his  “Bowie  knife.” 

During  Bowie’s  1828  exploratory 
trip  to  Texas — with  the  charm  and 
persuasiveness  of  a gifted  fraud  — he 
had  used  his  skills  to  ingratiate  him- 
self with  influential  people,  including 
the  well-to-do  lieutenant  governor  of 
Texas,  Santiago  de  Veramendi,  in 
San  Antonio.  With  an  eye  for  the 
ladies,  Bowie  had  not  failed  to  notice 
Veramendi’s  comely  daughter,  Ursula, 
whom  he  most  likely  saw  as  a means 
of  achieving  an  alliance  with  her 
wealthy,  aristocratic  father.  By  1831, 
she  was  old  enough  for  marriage  at 
19,  and  Bowie,  who  had  converted  to 
Catholicism,  seemed  an  appropriately 
propertied  suitor. 

Cautiously,  Veramendi  requested 
a statement  of  Bowie’s  assets.  Oblig- 
ingly, Bowie,  who  “lived  in  a world  of 
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debt”  claimed  a net  worth  of  $162,800. 
Naturally,  he  included  fraudulent  land 
claims  and  money  owed  him  from 
their  sales,  which  he  had  little  reason 
to  expect.  On  the  whole,  it  has  been 
said,  that  in  every  aspect  of  the  docu- 
ment, Bowie  “either  lied  or  stretched 
the  truth.”  In  a concession  to  vanity, 
he  also  claimed  to  be  32,  though  he 
was  actually  35. 

On  April  25,  1831,  James  Bowie 
married  Ursula  Maria  de  Veramendi. 
After  a time,  the  couple  moved  into 
the  “Veramendi  Palace”  in  San  Anto- 
nio where  her  parents  saw  to  their 
comfort  and  even  provided  spending 
money.  Bowie,  a friend  noted,  had  the 
spending  habits  of  a wealthy  man. 

What  Might  Have  Been  But  Was  Not 

Often  absent  from  San  Antonio, 
Bowie  was  in  Natchez,  Mississippi  in 
September  1833  when  he  learned  that 
a cholera  epidemic  in  Texas  had  taken 
the  lives  of  his  wife  and  her  parents. 
In  March  1834.  he  returned  to  San 
Antonio.  There,  he  learned,  Santiago 
Veramendi’s  surviving  mother’s  legal 
right  to  her  son’s  Si 00,000  estate 
took  precedence  over  his  own.  Dis- 
couraged, and  with  little  money,  the 
quarrelsome  Bowie  got  into  fights  in 
San  Antonio  and  distracted  himself 
with  a long  hunting  expedition  in  the 
latter  part  of  1 834. 

By  March  1835,  a Mexican  govern- 
ment decision  to  relocate  the  capital 
of  the  State  of  Texas  y Coahuila  from 
Saltillo  to  Monclova  presented  Bowie 
and  other  Anglo  speculators  promis- 
ing new  land  opportunities. 

From  its  commencement,  the  newly 
convened  legislature  in  Monclova 
was  blatantly  corrupt.  The  primary 
concern  of  its  officials  was  enrich- 
ing themselves.  Recognizing  that  a 
movement  to  separate  Texas  from 
Coahuila  might  soon  come  to  frui- 
tion, the  legislature  hastened  to  sell  off 
vast  stretches  of  public  lands  in  Texas 
at  prices  favorable  to  the  purchaser. 
These  lands  were  specifically  opened 
to  foreign  purchasers  in  divisions  of  up 


to  roughly  48,000  acres.  For  as  little 
as  a $10  minimum  bid,  one  could  buy 
177  acres. 

As  soon  as  Bowie  learned  of  the 
land  auction,  he  borrowed  what  he 
could  (only  about  $800 ) and  set  off 
for  Monclova.  There,  some  doors 
still  opened  to  him  as  a member  of 
the  Veramendi  family.  He  also  had  a 
previous  acquaintance  with  an  Ameri- 
can investor,  John  T.  Mason,  who 
had  obtained  a commitment  from  the 
Monclova  governor  for  a 1.8  million 
acre  tract  of  land.  But  Mason  had  to 
return  to  New  York  to  raise  money 
for  the  purchase.  Therefore,  he  made 
Bowie  his  agent,  and  the  Monclova 
legislature  appointed  Bowie  commis- 
sioner for  the  settlement  of  Mason’s 
grant.  For  his  services,  Bowie  received 
an  allocation  of  about  420,000  acres 
near  Nacogdoches  - ironically  more 
than  twice  the  amount  of  the  lands  in 
Louisiana  and  Arkansas  that  he  had 
previously  attempted  to  steal. 

Meanwhile,  larger  political  machi- 
nations manifested  themselves  in 
Mexico.  Overturning  the  Constitution 
of  1824,  General  Antonio  Lopez  de 
Santa  Anna  made  himself  dictator. 
When  he  heard  of  the  corrupt  land 
sales  to  foreigners  in  Monclova,  he 
deed  ared  them  invalid  and  abolished 
the  legislature. 

Oddly,  the  Anglo  colonists  in  Texas 
and  Santa  Anna  largely  agreed  that 
the  Texas  land  sales  were  corrupt.  In 
San  Felipe  de  Austin  — the  headquar- 
ters of  Stephen  F.  Austin’s  colony,  the 
Telegraph  and  Texas  Register  charac- 
terized the  land  sales,  which  became 
infamously  known  as  the  ’’Monclova 
Speculations,”  as  "unjust  and  fraud- 
ulent.” Another  paper  in  Brazoria 
voiced  similar  sentiments. 

Shortly,  two  political  factions 
emerged  in  Texas,  the  War  Party  and 
the  Peace  Party,  with  Bowie  a leader 
of  the  former.  On  the  other  side,  the 
distinguished  colonist,  James  Kerr,  a 
close  friend  of  Austin,  advocated  the 
independence  of  Texas  within  the 
Federal  Republic  of  Mexico  and  the 


Constitution  of  1824.  Furthermore, 
he  identified  the  War  Party  leaders 
and  the  Monclova  speculators  as  the 
same  10  "rascals,”  fomenting  a rebel- 
lion in  hope  of  preserving  their  gains 
in  the  Monclova  Speculations. 

James  Bowie  — slave  smuggler,  land 
fraud  perpetrator,  fortune  hunter  and 
would-be  beneficiary  of  corrupt  land 
speculation  — died  on  March  6,  1836 
in  San  Antonio  when  the  Alamo  was 
overrun,  never  having  realized  his  goal 
of  amassing  vast  land  holdings.  For  all 
his  unseemly  efforts,  his  assets  upon 
his  death  were  less  than  $100.  BGl 
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Murder,  Fraud  and  Life  Insurance 
in  19th-century  America 


According  to  the  website  of  the 
National  Insurance  Crime  Bureau, 
insurance  fraud  is  second  only  to  tax 
evasion  as  the  most  common  type 
of  white  collar  crime  in  21st  cen- 
tury America.  News  agencies  regularly 
report  instances  of  murder,  arson, 
staged  car  accidents  and  health  scams 
committed  for  the  sole  purpose  of 
attaining  the  payout  on  an  insurance 
claim,  while  less-heinous  frauds  such 
as  misrepresenting  damages  to  comply 
with  policy  terms,  inflating  claims  to 
cover  the  deductible,  or  distorting 
information  on  an  application  form  to 
lower  premiums  all  cost  the  industry 
(and  therefore  consumers)  billions  of 
dollars  in  falsified  claims.  Insurance 
crimes  are  so  common  in  our  society 
that  they  have  become  a stock  plot 
device  used  in  countless  novels,  mov- 
ies and  television  shows.  Yet  as  is  the 
case  with  many  crimes,  insurance- 
related  offenses  have  plagued  society 
throughout  the  history  of  the  industry. 
Due  to  its  intimate  relationship  with 
issues  of  life  and  death,  the  records 
of  early  life  insurers  reveal  some  of 
the  most  shocking  and  scandalous 
examples. 

Historically,  one  of  the  chief  objec- 
tions to  the  sale  of  life  insurance  in 
both  the  United  States  and  continen- 
tal Europe  was  its  reputation  as  a 
gambling  contract  and  its  association 
with  crime.  During  the  16th  and  17th 
centuries,  speculative  insurance  poli- 
cies had  become  increasingly  popular 
throughout  Europe.  A person  could 
secretly  acquire  a policy  on  the  life 
of  another  person  whose  payment 
was  contingent  on  the  outcome  of 
almost  any  event — ranging  from  loss 
of  virginity,  divorce,  the  birth  of  a 
child,  or  the  outcome  of  a scandal, 
to  death  from  drinking  gin,  the  death 
of  a nobleman  or  famous  statesman, 
or  the  number  of  immigrants  to  die 
within  a given  week.  While  many  of 
these  gambling  policies  were  harmless 
diversions  (for  example,  during  the 


1770s  Londoners  wagered  thousands 
of  pounds  on  the  actual  sex  of  a 
cross-dressing  French  diplomat  named 
Chevalier  D’Eon),  these  speculative 
life  policies  too  often  resulted  in  the 
murder  of  the  insured.  Critics  thus 
maintained  that  life  insurance  created 
a moral  hazard  by  either  providing  a 
new  profit  opportunity  for  criminals 
or  by  enticing  otherwise  moral  indi- 
viduals to  join  the  criminal  ranks. 

In  response  to  these  crimes,  between 
the  16th  and  18th  centuries  many 
European  governments  passed  laws 
prohibiting  life  policies  outright.  Eng- 
land, on  the  other  hand,  attempted  to 
reform  the  system  by  banning  policies 
unless  the  person  insuring  had  an 
“insurable  interest"  in  the 
continued  life  of  the  person 
underwritten.  Yet  English 
firms  were  reluctant  to  chal- 
lenge questionable  claims, 
believing  that  a reputation 
for  settling  claims  swiftly 
and  with  few  legal  chal- 
lenges attracted  business 
from  honest  policyholders 
who  feared  a prolonged, 
expensive,  unfair  court  dis- 
pute. As  a result  of  this 
emerging  leniency  among 
British  companies,  gambling  policies 
soon  reappeared,  and  the  English 
industry  was  unable  to  shake  its  repu- 
tation for  unintentionally  promoting 
criminal  activity. 

When  the  first  American  life  insur- 
ers opened  their  doors  in  the  1810s  and 
1820s,  they  hoped  to  avoid  any  taint 
of  moral  hazard  by  rigorously  enforc- 
ing the  idea  of  insurable  interest.  Yet 
due  to  the  close  cultural  ties  between 
America  and  Britain,  accounts  of  gam- 
bling policies  and — even  worse  — mur- 
der flowed  freely  across  the  Atlantic 
into  the  pages  of  popular  American 
periodicals.  These  articles,  some  of 
which  carried  provocative  titles  such 
as  “Life  Insurance — Or  How  to  Make 
a Dead  Man,”  threatened  to  seriously 
constrain  the  popularity  of  insurance 
in  the  United  States.  Reporting  in 


1859  upon  one  case  where  a doctor 
was  found  guilty  of  slowly  poisoning 
his  mistress,  the  editor  concluded,  “It 
is  people  whose  lives  are  insured  who 
are  in  most  danger  of  poison.  Their 
deaths  have  a specific  money  value 
to  some  one  or  another.  Drawing 
on  the  lengthy  experience  of  the  Brit- 
ish industry,  he  continued  that  while 
“the  cases  are  nor  infrequent  in  which 
actuaries  feel  a moral  certainty  that 
there  has  been  foul  play,”  these  crimes 
often  went  unreported,  since  compa- 
nies were  not  “desirous  to  brand  the 
offices  which  they  represent  with  the 
stigma  of  litigation.”  Thus  beyond 
merely  highlighting  the  occasional 
horrific  crime  committed  in  the  name 


of  life  insurance,  the  editor  actually 
attempted  to  heighten  the  fears  of  the 
insuring  public  that  their  chances  of 
becoming  a victim  were  much  greater 
than  they  would  care  to  believe. 

In  another  article  from  1856  enti- 
tled “Does  a Man  Shorten  his  Life 
by  Insuring  It?”  the  editors  of  Hunt's 
Merchants'  Magazine  published  the 
results  ot  an  inquiry  into  suspicious 
deaths  made  by  the  well-known  Brit- 
ish journalist  and  novelist  Henry  May- 
hew.  Mayhew  visited  13  of  the  largest 
life  insurance  offices  in  London,  where 
he  heard  numerous  stories  of  sus- 
pected poisonings,  murdered  spouses 
(particularly  the  wives  of  surgeons 
or  the  husbands  of  adulterers),  gam- 
bling policies  on  the  lives  of  the  poor 
or  infirm,  fraudulent  medical  exams, 
policyholders  faking  their  own  deaths. 


and  serial  killers  benefiting  from  insur- 
ance claims.  The  article  ended  with 
the  editor  challenging  the  American 
companies:  “Such  are  the  facts  derived 
from  a careful  examination  of  some 
of  the  most  important  London  life 
insurance  offices.  The  question  now 
naturally  arises  — What  has  been  the 
experience  of  American  companies? 
Can  anyone  give  us  the  facts?” 

One  American  life  insurance  pro- 
moter quickly  responded  by  accusing 
Mayhew  of  “calculating]  seriously 
to  damage  the  interest  of  the  life 
insurance  business  in  this  country,  bv 
prejudicing  the  minds  of  the  commer- 
cial and  mercantile  classes  against  the 
system  as  now  established  and  prac- 
ticed in  the  United  States." 
The  author  went  on  to  place 
insurance  crimes  in  context, 
comparing  them  to  “the 
amount  of  injury  inflicted 
by  evil-disposed  persons, 
against  their  relatives  and 
friends,  who  possess  real- 
estate,  bank  and  railroad 
stock,  or  any  other  descrip- 
tion of  property  upon  the 
result  of  whose  death  they 
anticipate  to  become  heirs, 
or  assignees.”  The  article 
then  ended  by  asserting  that  even 
when  frauds  against  American  life 
companies  had  occurred,  they  had  not 
involved  murder  but  “false  statements 
with  regard  to  the  state  of  the  health 
of  the  applicant  or  his  habits;  or  the 
parties  have  been  sent  out  of  the  coun- 
try, and  the  dead  bodies  of  other  par- 
ties claimed  in  their  stead.”  All  in  all, 
the  author  maintained  that  “there  is 
no  analogy  to  be  drawn  between  ...  the 
British  and  American  life  insurance 
impositions,  and  certainly  nothing 
whatever  to  create  alarm  or  uneasi- 
ness on  the  part  of  policy  holders  in 
these  noble  institutions.” 

Notwithstanding  the  best  efforts 
of  industry  executives  and  agents  to 
disassociate  life  insurance  from  crime 
in  the  public’s  consciousness,  several 
American  cases  in  which  an  insurance 
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policy  was  the  motive  for  murder  did 
emerge.  That  these  cases  resembled 
all  but  the  most  heinous  accusations 
of  the  industry’s  detractors  did  little 
to  help  its  image.  One  incident  from 
1859  involved  the  poisoning  of  a 
woman  “for  the  sake  of  the  insurance 
on  her  life”  by  her  husband  with  the 
aid  of  an  accomplice.  Although  the 
husband  was  arrested  for  her  death, 
his  accomplice  (who  fled)  reportedly 
held  “a  policy  for  several  thousands  of 
dollars  on  the  life  of  another  woman 
at  Port  Jervis.  The  affair  has  caused  a 
general  feeling  of  uneasiness  among 
the  life-insured,  especially  ladies,  and 
other  cases  are  spoken  of  as  likely  to 
have  been  of  a similar  nature.” 

Other  incidents  involved  the  kid- 
napping and  subsequent  murder  in 
rural  New  York  of  a young  girl  whose 
life  was  insured  as  the  kidnapper’s 
“daughter,”  the  conspiracy  of  a wife 
and  her  lover  to  kill  her  husband 
and  split  the  proceeds  of  the  policy, 
creditors  taking  out  policies  on  the 
lives  of  debtors  for  a greater  sum 
than  the  debt  and  then  murdering 
them,  and  the  murder  of  a person  for 
the  express  purpose  of  providing  a 
body  to  substantiate  a life  insurance 
claim  (while  the  actual  person  insured 
remained  alive  but  in  hiding).  Unfor- 
tunately for  the  life  insurance  industry, 
real  and  fictional  cases  of  murder  by 
insurance  beneficiaries  on  both  sides 
of  the  Atlantic  would  continue  to 
taint  the  industry  throughout  its  his- 
tory. But  to  the  industry’s  credit,  con- 
firmed instances  of  life  insurance  as  the 
motive  for  murder  were  remarkably 
rare  in  19th  century  America,  appear- 
ing much  more  frequently  as  the  plot 
in  fictional  stories. 

Whereas  an  association  with  mur- 
der created  public  relations  troubles 
for  insurers,  cases  of  fraud  proved 
to  be  much  more  problematic  for  the 
industry.  The  most  common  types  of 
fraud  were  lying  on  the  initial  appli- 
cation (particularly  with  relation  to 
current  wellbeing,  past  health  issues 
or  age)  or  breaking  policy  restrictions 


once  in  force.  A strict  enforcement  of 
contracts  in  the  prevention  of  fraud 
was  in  the  best  interest  of  policy- 
holders since  it  minimized  premium 
costs.  But  while  policyholders  were 
certainly  interested  in  low  costs,  they 
also  sought  equity  and  fairness  (as 
they  perceived  it)  from  the  insurance 
companies.  They  feared  that  any  acci- 
dental misstatement  on  an  application 
form  or  a death  without  an  obvious 
cause  could  result  in  a disputed  claim 
for  their  beneficiaries.  One  mid-cen- 


deceased  found  a pre-existing  condi- 
tion that  physicians  testified  “could 
not  have  been  known  during  life.” 
While  the  company  was  willing  to 
stipulate  to  the  fact  that  the  deceased 
had  answered  all  questions  on  his  dec- 
laration honestly,  they  “insisted  that 
because  of  this  latent  bodily  defect 
they  were  not  bound  by  the  policy.” 
Not  surprisingly,  the  jury  in  this  case 
sided  with  the  beneficiaries;  they  “were 
out  13  minutes,  just  long  enough  to 
compute  the  interest”  on  the  original 
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tury  critic  of  life  insurance  cautioned 
that  these  for-profit  companies  sought 
any  excuse  for  refusing  a death  claim: 
“though  the  corporation  may  have 
the  husband’s  money  in  its  coffers,  it 
will  not  have  the  ‘soul’  to  relieve  [the 
poor  widow’s]  distress,  because  all 
the  crooked  conditions  of  the  policy 
have  not  been  lived  up  to.”  Rather 
than  providing  comfort  and  relief  for 
a “poor  widow,”  the  battle  over  the 
insurance  claim  would  only  increase 
her  pain  and  suffering. 

While  it  is  unclear  how  often  com- 
panies actually  contested  seemingly 
valid  claims,  these  instances  always 
excited  public  clamor.  In  one  such 
case  from  1852,  the  American  Mutual 
Insurance  Company  refused  to  pay 
a claim  when  a post-mortem  on  the 


claim.  Referring  to  another  case  in 
1867,  the  writer  of  an  article  entitled 
“Heartless  Injustice  to  the  Widow  and 
Orphan  by  a Life  Insurance  Com- 
pany” editorialized:  “We  trust  that 
she  will  recover  [the  amount  claimed], 
and  that  the  company  will  be  branded 
for  its  attempt  to  evade,  by  litigation, 
the  just  claim  of  a poor  woman.” 

Acquiring  a public  reputation  as 
a company  likely  to  contest  valid 
claims  was  exactly  what  all  institu- 
tions sought  to  avoid.  The  public, 
as  represented  by  the  jury,  would 
not  tolerate  contested  claims  unless 
a company  could  prove  — beyond  a 
reasonable  doubt — that  the  insured 
acted  in  an  intentionally  fraudulent 
manner.  Jurors,  especially  those  who 
owned  life  insurance  policies  them- 
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selves,  could  understand  how  easily 
some  small  item  of  a person's  health 
history  or  details  of  the  cause  of  death 
for  parents,  grandparents  or  siblings 
could  be  misstated  on  the  application 
form  and  result  in  court  challenges  for 
their  beneficiaries.  Thus  despite  their 
best  efforts,  most  companies  found  it 
nearly  impossible  to  strike  a reason- 
able balance  between  litigation  and 
perceived  fairness  to  their  policyhold- 
ers. As  one  1863  article  accurately 
portrayed  the  situation,  “a  sound 
company  will  rather  submit  to  an 
occasional  loss  by  fraud,  than  injure 
its  reputation  by  a lawsuit,  where  the 
sympathies  of  the  jury  are  sure  to  be 
on  the  side  of  widows  and  orphans 
against  a wealthy  corporation.” 

During  the  boom  period  of  the  late 
1860s,  several  life  insurance  compa- 
nies began  making  statements  such 
as  “policies  indisputable,”  “not  a 
case  litigated,”  and  "never  contests 
a claim,”  brazenly  advertising  that 
suicide  or  fraud  would  not  void  the 
policy  ever.  Newly  established  com- 
panies (in  particular)  believed  these 
incontestable  clauses  to  be  “worth 
thousands  of  dollars  to  an  active  and 
enterprising  company,”  enabling  them 
to  break  into  an  intensely  competi- 
tive postbellum  business  environment. 
As  with  the  British  companies  from 
earlier  in  the  century  who  took  a 
blind  eye  to  gambling  policies,  these 
companies  intended  to  attract  those 
customers  who  feared  that  the  claims 
of  their  beneficiaries  would  be  unfairly 
challenged  upon  their  death.  As  one 
insurance  executive  opined  in  1879: 
“The  great  value  of  indisputability, 
after  all,  lies  in  the  assurance  which  it 
gives  to  the  policy-holder,  whose  fears 
are  roused  by  the  reports  of  litigated 
cases.”  But  these  companies  were  also 
opening  themselves  up  to  instances  of 
intentional  fraud. 

While  it  is  impossible  to  ascertain 
the  frequency  of  actual  crimes  com- 
mitted against  the  insurance  compa- 
nies, increasing  reports  of  people  fak- 
ing their  own  deaths  during  the  second 


half  of  the  century  provide  just  one 
crude  gauge  of  the  problem.  During 
the  antebellum  period,  extremely  few 
cases  of  faked  deaths  were  discovered, 
and  most  of  these  were  reports  from 
abroad.  However,  starting  in  the  late- 
1860s  and  coinciding  both  with  the 
rapid  postbellum  growth  of  life  insur- 
ance in  America  and  the  appearance 
of  incontestable  clauses,  instances  of 
this  type  of  fraud  began  to  appear 
relatively  regularly  in  both  the  popu- 
lar press  and  the  insurance  journals. 
While  the  problem  of  faked  deaths 
was  never  mentioned  in  the  Insurance 
Monitor  prior  to  1866,  it  appeared 
in  five  articles  during  1867,  most  of 
which  alluded  to  this  crime  as  being  a 
recent  problem  for  the  life  insurance 
companies.  The  July  1867  issue  noted 
that  “In  some  parts  of  the  West  they 
are  burying  logs  in  coffins,  and  calling 
them  people.  The  business  is  said  to  be 
thriving.  As  much  as  $20,000  upon  a 
single  log  has  been  collected  from  the 
Life  Insurance  Companies.”  Later  that 
fall,  another  author  reported  an  Illi- 
nois man  substituting  a dead  body  for 
his  own  while  a Cincinnati  man  filled 
a coffin  with  "a  lor  of  willow  sticks.” 
The  writer  concluded  that  “a  variety 
of  singular  contrivances  have  been 
made  to  this  end  in  different  sections 
of  the  country,  which  seems  to  indi- 
cate that  a regular  systematic  orga- 
nization has  been  effected  to  defraud 
these  benevolent  institutions.”  While 
it  is  not  possible  to  determine  whether 
or  not  the  existence  of  incontestable 
clauses  caused  this  increase  in  insur- 
ance fraud,  it  certainly  did  little  to 
arrest  the  trend. 

1 here  were  two  main  ways  that  a 
policyholder  might  attempt  to  fake 
his  own  death.  In  the  first  instance,  a 
doctor  was  recruited  (in  exchange  for 
a cut  of  the  proceeds)  to  sign  a death 
certificate  on  the  insured,  stipulating 
that  he  had  either  been  present  at 
the  death  or  had  examined  the  body 
soon  afterward  when  a friend  or  fam- 
ily member  summoned  him.  Then,  a 
casket  would  be  filled  with  logs,  rocks 


and  assorted  debris  to  approximate 
the  weight  of  the  insured,  or  the  body 
of  an  already  dead  John  Doe  would  be 
placed  in  the  coffin. 

In  the  second  and  more  elaborate 
instance,  the  insured  would  stage  his 
own  accidental  death  in  front  of  wit- 
nesses who  might  either  be  accom- 
plices themselves  or  innocent  bystand- 
ers of  the  performance.  These  were 
usually  deaths  by  drowning,  since  a 
body  in  these  cases  was  often  never 
found  and,  if  a corpse  was  planted, 
the  bodily  distortions  which  resulted 
helped  to  mask  the  deceased's  true 
identity.  Days  later,  remains  might  be 
discovered  washed  up  on  shore,  which 
the  “widow”  or  another  “grieving” 
family  member  would  identify  as  the 
insured.  While  in  rare  cases  murder 
was  committed  to  obtain  this  corpse, 
it  was  much  more  common  to  dig  up 
the  body  of  a recently  interred  person. 
For  both  methods  of  faking  death,  a 
funeral  and  burial  would  ensue — often 
attended  both  by  the  accomplices  as 
well  as  innocent  acquaintances  who 
truly  believed  the  person  to  be  dead. 
In  cases  where  the  insured  was  later 
apprehended,  he  (the  insured  in  these 
cases  was  almost  invariably  male) 
often  admitted  to  attending  the  funeral 
himself  as  one  of  the  mourners. 

Perhaps  the  most  glaring  set  of 
cases  involved  a graveyard  insurance 
ring  which  was  based  out  of  Fall 
River,  Massachusetts.  In  December 
of  1883,  investigators  learned  that 
several  prominent  citizens  of  Fall 
River,  including  some  city  officials, 
had  been  defrauding  life  insurance 
companies  for  at  least  five  years.  The 
ring  included  an  insurance  agent,  a 
physician,  a druggist  and  an  under- 
taker. They  would  purchase  dead  bod- 
ies from  hospitals  or  other  institutions 
and  have  them  buried  under  the  names 
of  policyholders.  As  knowledge  of  this 
graveyard  insurance  ring  emerged.  The 
New  York  Times  declared  that  “more 
speculative  insurance  business  has  been 

continued  on  page  39 
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Political  Horse-Trading 
Produces  a "Miracle" 

The  70th  Anniversary  of  the  Investment  Company  Act 


By  Matthew  P.  Fink 

This  August  will  mark  the  70th 
anniversary  of  the  Investment  Com- 
pany Act,  the  law  that  governs  mutual 
funds  and  other  investment  compa- 
nies. The  Act  is  regarded  as  a model 
regulatory  statute  that  strikes  a bal- 
ance between  the  need  to  impose  uni- 
form standards  of  fiduciary  behavior 
and  the  desire  to  encourage  innova- 
tion. A 1994  article  in  this  magazine 
aptly  described  the  Act  as  “reasonable 
and  intelligent.”  Since  passage  of  the 
Act,  US  mutual  funds  have  had  rela- 
tively few  regulatory  problems,  have 
introduced  a host  of  new  products  and 
services,  and  have  become  the  largest 
financial  industry  in  the  world. 

When  the  legislation  was  intro- 
duced in  Congress  in  March  of  1940, 
every  knowledgeable  observer,  includ- 
ing Barron’s , The  New  York  Times, 
and  The  Wall  Street  Journal,  pre- 
dicted that  investment  companies 
would  oppose  it  and  prevent  its  enact- 
ment. Instead,  the  industry  strongly 
supported  the  legislation.  Within  five 
months  it  was  passed,  unanimously, 
by  both  houses  of  Congress  and  signed 
into  law.  Senator  Sheridan  Downey 
called  SEC-industry  agreement  on  the 
Act  a “miracle.” 

Despite  claims  to  the  contrary,  this 
“miracle”  was  not  the  result  of  the 
case  for  legislation  put  forth  by  the 


Securities  and  Exchange  Commission, 
or  statesmanship  on  the  part  of  the 
fund  industry,  or  a patriotic  spirit  on 
the  part  of  the  SEC  and  the  industry. 
The  1940  Act  was  enacted  due  to  old- 
fashioned  political  horse-trading. 

The  Development  of  US 
Investment  Companies 
Investment  companies  — companies 
that  invest  in  securities  of  other  compa- 
nies in  order  to  earn  dividends,  interest, 
and  capital  appreciation  — first  became 
popular  during  the  bull  market  of  the 
1920s.  All  of  these  companies  were 
what  today  we  would  call  “closed-end 
funds,”  funds  whose  shares  trade  at 
premiums  or  discounts  from  the  value 
of  their  portfolios.  For  example,  a 
fund  might  issue  five  shares  for  $100. 
If  the  fund  were  to  liquidate  today, 
each  share  would  receive  $20.  But  the 
shares  might  trade  at  $23  (a  $3  “pre- 
mium”) or  $18  (a  $2  “discount”). 

Closed-end  funds  in  the  1920s  had 
three  important  characteristics.  First, 
their  shares  tended  to  trade  at  large 
premiums;  by  mid-1929,  the  average 
fund  traded  at  a 47  percent  premium. 
Second,  the  funds  engaged  in  leverage 
by  borrowing  through  the  issuance  of 
bonds  and  preferred  stock  and  used 
the  proceeds  to  acquire  more  common 
stocks  for  their  portfolios.  Third,  over 
60%  of  the  funds  were  sponsored 
by  securities  firms;  observers  worried 


that  these  firms  would  be  tempted  to 
“dump”  securities  held  in  their  inven- 
tories or  that  they  were  underwriting 
into  their  funds. 

The  first  mutual  funds  started  in 
Boston  in  1924.  They  differed  from 
closed-end  funds  in  three  ways.  First, 
they  redeemed  outstanding  shares  and 
issued  new  shares  at  prices  based  on 
the  current  value  of  their  portfolios; 
therefore  mutual  fund  shares  did  not 
trade  at  premiums  or  discounts.  Sec- 
ond, mutual  funds  did  not  utilize  lever- 
age by  issuing  bonds  and  preferred 
stock,  but  only  issued  common  shares. 
Third,  mutual  funds  were  sponsored 
by  wealthy  individuals  rather  than 
securities  firms  and  therefore  did  not 
pose  the  danger  of  dumping. 

During  the  bull  market  of  the  late 
1920s  investors  preferred  closed- 
end  funds  to  mutual  funds  because 
closed-end  funds  had  a history  of 
expanding  premiums  and  their  use  of 
leverage  offered  the  chance  for  out- 
sized  gains.  Mutual  funds  lost  market 
share  to  closed-end  funds,  decreasing 
from  eight  percent  of  closed-end  fund- 
mutual  fund  assets  in  1927  to  five 
percent  in  1929. 

The  1929  Crash  and 

Calls  for  Regulation 

The  stock  market  reached  its  high 
in  September  1929  and  crashed  in 
October.  Between  October  1929  and 
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Investment  Trust  Law  Unlikely  This  Year 

Senator  Wagner's  Bill,  Probably  SEC's  Final  Major  Reform  Proposal,  to  Arouse  Strong  Opposition 

\Va9hfngton 

rHE  EIGHTH  YEAR  of  the  New  Deal  brought  forth  |n*l 
week  I lie  eeventh  major  piece  of  lofialation  to  vert  pecu- 
lation of  buainras  or  finance  in  the  Sfacuritir*  and  K*- 
efcanfe  OmmiMton  A bill  to  allow  the  SEC  to  Wilnfe 
Unfair nt  trueta.  Alreedy  empowenxl  by  smcciwive  enactments 


itooaevelt  will  never  sign  Use  investment  trust  hill  into  law 
unless  he  is  elected  for  a third  term. 

• • • 

The  bill  defines  investment  companies  and  requires  their 
registration  with  the  SEC.  Officers,  directors  and  managers  of 
investment  companies  are  also  required  to  register.  Primary 


management  of  a new  investment  company  within  a five- 
year  period.  Exemptions  to  this  rule  are  provided  under 
certnin  prescribed  standards. 

4 — Distribution  contract*  may  not  be  long-term  agree- 
ments and  may  not  be  aasignod. 

ft — A majority  of  the  board  of  every  registored  invest- 
ment company  must  be  persona  with  no  outside  affiliations. 


Headline  from  the  March  18.  1940  edition  of  Barron’s  regarding  opposition  to  the  Investment  Company  Act. 


mid- 1932  the  market  went  down  over 
80  percent,  and  the  early  mutual  funds 
went  down  about  80  percent.  Closed- 
end  funds  fared  far  worse,  due  to  the 
effects  of  reverse  leverage  and  high 
premiums  turning  into  deep  discounts. 
American  International  Corp.  fell 
from  84  to  6,  Goldman  Sachs  Trad- 
ing Corp.  from  110  to  l'/i,  and  U.S. 
and  Foreign  Securities  Corp.  from  64 

'/i  to  1 Is. 

As  a result  of  the  crash,  revelations 
of  abuse,  and  the  onset  of  the  Great 
Depression,  rhere  was  a desire  to 
regulate  the  securities  markets,  includ- 
ing investment  companies.  In  1935, 
Congress  directed  the  SEC  to  study 
the  investment  company  industry  and 
submit  recommendations  to  Congress. 
Executives  of  closed-end  funds  in  New 
York  and  of  mutual  funds  in  Boston 
faced  a dismal  stock  market,  angry 
investors,  and  the  threat  of  stringent 
federal  regulation. 

The  Revenue  Act  of  1936 
The  one  bright  spot  was  the  tax  area. 
For  many  years  the  federal  income 
tax  law  had  provided  a full  exclusion 
for  dividends  paid  by  one  corpora- 
tion to  another  corporation.  Because 
closed-end  funds  and  mutual  funds 
were  treated  as  corporations,  they 
did  not  pay  tax  on  dividends  they 
received  from  companies  in  which 
they  invested. 

In  1935,  President  Franklin  D. 
Roosevelt  proposed  eliminating  the 
inter-corporate  dividend  exclusion. 


Congress  proceeded  to  reduce  the 
exclusion  from  100  percent  to  90  per- 
cent. Therefore  investment  companies 
became  subject  to  tax  on  a portion  of 
the  dividends  they  received.  Invest- 
ment companies  feared  they  would  be 
taxed  out  of  existence.  Direct  investors 
in  securities  paid  tax  only  once,  when 
they  received  dividends.  Bur  investors 
in  investment  companies  faced  two 
layers  of  rax  — rhe  fund  was  taxed 
when  it  received  dividends,  and  fund 
shareholders  were  raxed  when  rhe 
dividends  were  distributed  to  them. 

In  March  of  1936,  President 
Roosevelt  proposed  an  entirely  new 
rax  scheme  aimed  at  taxing  undistrib- 
uted corporate  profits:  corporate  tax 
rates  would  be  increased  but  there 
would  he  a full  deduction  for  divi- 
dends paid  to  shareholders.  Corporate 
America  and  the  financial  communirv 
vehemently  opposed  this  proposal  for 
fear  it  would  pressure  corporations  to 
distribute  all  of  their  earnings. 

But  mutual  funds  saw  FDR's  pro- 
posal as  a “godsend”  that  could  solve 
their  tax  problem.  Merrill  Griswold, 
head  of  the  hist  mutual  fund,  Mas- 
sachusetts Investors  Trust,  developed 
a theory  under  which  an  investment 
company  is  regarded  as  a “conduit” 
between  fund  shareholders  and  securi- 
ties in  which  the  fund  invests.  Under 
this  theory,  rhe  fund  is  ignored  for  tax 
purposes  and  shareholders  are  treated 
as  though  they  own  the  securities 
directly.  Griswold  and  other  mutual 
fund  executives  met  with  members  of 


the  Administration  and  with  President 
Roosevelt  to  seek  a provision  exempt- 
ing mutual  funds  from  tax.  They  were 
told  that  legislation  would  exempt 
mutual  funds  only  if  the  funds  agreed 
to  be  “publicly  regulated.” 

The  result  was  the  Revenue  Act  of 
1936,  which  provided  that  a mutual 
fund  would  be  exempt  from  tax  if  it 
met  a number  of  tests.  One  test  was 
that  the  hind  had  to  be  diversified;  a 
second  test  was  designed  to  prohibit 
a fund  from  controlling  companies  in 
which  it  invested;  a third  test  limited 
funds'  short-term  trading. 

The  Revenue  Act  of  1936  solved 
mutual  funds'  tax  problem,  but  it  left 
closed-end  funds  in  a worse  situation. 
Before  the  Revenue  Act,  closed-end 
funds  were  at  a competitive  disadvan- 
tage versus  direct  investors  in  secu- 
rities. The  Revenue  Act  exempted 
mutual  funds  from  tax,  so  now  closed- 
end  funds  also  found  themselves  at  a 
competitive  disadvantage  versus  their 
long-standing  rivals,  mutual  funds. 
Closed-end  funds  began  preparing  leg- 
islation that  would  provide  them  with 
the  same  favorable  tax  treatment  rhe 
Revenue  Act  had  granted  to  mutual 
funds. 

The  Investment  Company  Act 

At  the  same  time  that  closed-end 
funds  were  preparing  tax  legislation, 
the  SEC  continued  work  on  its  report 
to  Congress  on  investment  companies. 
The  SEC  focused  on  closed-end  funds 
since  they  had  been  the  industry  giants 
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and  the  greatest  source  of  abuse  in  the 
1920s.  The  SEC  was  determined  to 
seek  legislation  banning  two  common 
closed-end  practices,  leveraging  and 
dumping.  The  SEC  knew  it  would  be 
extremely  difficult  to  obtain  legisla- 
tion since  closed-end  funds  were  likely 
to  put  up  a strong  fight,  the  New 
Deal  was  running  out  of  steam,  and 
the  SEC  was  under  heavy  attack  from 
Wall  Street. 

The  SEC  realized  that  it  did  hold 
one  strong  card:  closed-end  funds 
were  desperate  to  obtain  tax  relief. 
The  SEC  decided  to  block  legislation 
granting  tax  relief  to  closed-end  funds 
unless  the  funds  agreed  to  support  the 
Investment  Company  Act.  A 1937 
internal  SEC  memo  stated: 

In  case  that  no  complete  regula- 
tory bill  can  be  passed  at  the  com- 
ing session  of  Congress,  we  will, 
by  common  agreement,  have  to 
propose  to  Congress  an  interim 
solution  in  the  form  of  an  exten- 
sion to  the  great  majority  of  all 
bona  fide  investment  companies 
of  the  special  tax  treatment  now 
granted  to  mutual  investment 
companies.  It  appears  essential 
to  me  that  in  doing  so  we  do  not 
give  to  these  companies  all  of  the 
benefits  which  we  may  be  willing 
to  grant  them  in  connection  with 
the  passage  of  the  regulatory  act. 
We  have  to  continue  holding 
at  least  some  piece  of  the  bait 
before  them  after  the  Revenue 
Act  of  1938  is  passed  and  until 
the  regulatory  bill  is  on  the  stat- 
ute books.  Should  we  omit  this 
elementary  precaution  we  may 
be  certain  that,  with  very  few 
exceptions,  none  of  the  represen- 
tatives of  the  industry  will  have 
the  slightest  interest  in  furthering 
the  passage  of  the  bill  once  they 
have  got  what  they  desire  with 
respect  to  tax  treatment. 

The  SEC’s  strategy  worked.  Closed- 
end  funds  agreed  to  support  the 
Investment  Company  Act,  despite  the 
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Senator  Sheridan  Downey  called  SEC-industry 
agreement  on  the  Act  a “miracle.  ” 

inclusion  of  strict  limits  on  leverage 
and  a total  ban  on  dumping.  In  return, 
the  SEC  supported  extension  of  tax 
relief  to  closed-end  funds,  which  was 
enacted  as  part  of  the  Revenue  Act 
of  1942.  (It  was  easy  for  the  smaller 
segment  of  the  fund  industry,  mutual 
funds,  to  agree  to  the  Investment 
Company  Act  since  it  essentially  codi- 
fied their  existing  practices.) 

How  This  Bill  Became  a Law 

The  evidence  indicates  that  press 
reports  in  early  1940  were  correct  — 
the  fund  industry  could  have  killed 
the  Investment  Company  Act.  The 
New  Deal  had  run  out  of  steam;  the 
Democrats  had  lost  seats  in  both 
houses  of  Congress  in  the  1938  elec- 
tions; the  SEC  was  under  attack;  even 
supporters  of  the  legislation  such  as 
The  New  York  Times  believed  that 
the  SEC’s  bill  went  too  far;  and, 
most  importantly,  the  administration 
and  Congress  were  focused  on  the 
war  in  Europe  and  American  defense 
preparedness.  Robert  Taft,  a leading 


Republican  Senator,  advised  the  fund 
industry  to  hang  tough  and  not  even 
negotiate  with  the  bill’s  sponsors. 

For  70  years  people  have  tried  to 
explain  why  an  industry  that  could 
have  defeated  legislation  subjecting 
its  members  to  stringent  regulation 
instead  sought  its  enactment.  Some 
have  argued  that  the  SEC’s  recount- 
ing of  abuses  was  so  strong  that  the 
industry  dared  not  risk  the  loss  of 
public  credibility  by  opposing  reform. 
Others  maintain  that  the  industry 
realized  that  while  legislation  would 
be  painful  in  the  short  term,  in  the 
long  run  it  would  help  restore  public 
confidence  in  investment  companies. 
Finally,  others  claim  that  with  US 
entry  into  World  War  II  appearing 
more  and  more  likely,  the  SEC  and 
the  industry  came  together  in  a spirit 
of  patriotism. 

None  of  these  explanations  is  satis- 
factory. All  of  the  evidence  — press 
reports,  statements  by  members  of 
Congress,  and  the  SEC’s  internal 
papers  — indicates  that  the  SEC’s  case 
for  legislation  was  not  overwhelming. 
(Had  it  been  overwhelming  the  SEC 
would  not  have  needed  to  play  the  tax 
card.)  Mutual  funds  may  have  been 
able  to  take  a long-term  view  since  the 
legislation  barely  touched  them.  But  it 
is  hard  to  see  why  closed-end  funds 
should  have  agreed  to  draconian  pro- 
visions in  the  hope  that  somehow  the 
overall  Act  would  help  them  years 
down  the  line.  One  assumes  that  all  of 
the  players  were  patriotic,  but  exactly 
why  this  should  lead  them  to  agree  on 
a piece  of  purely  domestic  legislation 
is  unclear. 

The  explanation  of  why,  despite 
unanimous  predictions  to  the  con- 
trary, the  Investment  Company  Act 
became  law  is  simple.  The  Act  was 
passed  as  part  of  a classic  political 
deal.  Closed-end  funds,  the  dominant 
segment  of  the  industry,  supported 
the  Act  in  exchange  for  the  SEC’s 
backing  of  legislation  granting  them 
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William  Duer  and  America’s  First  Financial  Scandal 

continued  from  page  23 


There  was  a method  to  Doer's  mad- 
ness. Shares  of  the  Bank  of  United 
States  were  payable  in  four  install- 
ments, the  first  due  January  1792  and 
the  following  three  over  six-month 
intervals  concluding  in  July  1 _T93.  Of 
the  S400  due,  only  S100  needed  to  be 
paid  in  cash;  the  other  $300  could  be 
tendered  in  government  bonds  credited 
at  their  face  value.  Hamilton  included 
the  provision  to  encourage  people  to 
bid  up  the  price  of  government  bonds. 
Bv  cornering  US  securities,  Duer  could 
effectively  control  the  prices  of  both 
government  bonds  and  bank  stock.  If 
successful,  he  would  effectively  own 
the  stock  and  the  bond  markets,  and 
at  his  leisure  could  sell  off  pieces  at 
high  prices  to  those  who  needed  bonds 
to  pay  for  their  bank  installments,  like 
foreign  investors  or  speculators  who 
had  sold  the  stock  "short”  in  anticipa- 
tion of  lower  prices. 

For  the  plan  to  work,  however,  the 
confluence  of  events  would  have  to  be 
perfect.  First,  Duer  needed  to  be  able 
to  borrow  large  sums  of  money  to  buy 
up  as  many  securities  as  possible.  Sec- 
ond, because  he  bought  “long”  and  on 
credit,  bond  prices  had  to  keep  rising 
lest  he  suffer  losses  when  the  loans  fell 
due.  The  more  bonds  fell  in  price,  the 
more  vulnerable  he  would  be.  Third, 
interference  from  speculators  outside 
his  circle  could  prove  deadly.  The 
short  sellers,  principally  Brockholst, 
J.R.  and  F'dward  Livingston,  tried  to 
thwart  his  every  move  and  seized  any 
and  every  opportunity  to  hurt  him. 
Duer  was  playing  a dangerous  game, 
but  he  was  not  about  to  fold.  So 
he  continually  borrowed  and  bought 
bonds.  According  to  Macomb,  Duer 
at  this  period  had  little  trouble  "rais- 
ing in  a few  days  some  $100,000.” 

But  Duer’s  credit  was  not  infinite. 
The  professional  lenders,  the  banks, 
cut  him  off  first.  His  friends  were  next 
to  question  his  credit  because  they 
knew  he  was  perilously  overextended. 


Desperate,  Duer  hired  Isaac  \\  hippo, 
who  used  to  make  a living  dredging 
New  York  harbor  for  oysters,  to  scour 
the  streets  of  New  York  selling  Duer’s 
lOUs  to  anyone  interested  in  earning 
five  to  six  percent  per  month.  By  late 
January,  Whippo  found  it  increasingly 
difficult  to  sell  Duer’s  notes  on  the  open 
market.  Undaunted,  in  New  York  he 
sought  out  naive  new  investors  includ- 
ing "shopkeepers,  widows,  orphans, 
butchers,  cartmen,  gardeners  [and] 
market  women.”  He  also  dispatched 
agents  to  Boston  and  Philadelphia.  As 
news  of  Duer’s  difficulties  spread,  the 
rate  of  interest  demanded  by  lenders 
climbed  sharply,  inducing  the  desper- 
ate Duer  to  raid  the  Society  for  Estab- 
lishing Useful  Manufactures’ll)  till  in 
a futile  attempt  to  prop  up  bond  prices 
and  his  shaky  paper  empire. 

In  February,  the  Bank  of  the  United 
States  further  injured  Duer’s  cause. 
When  the  giant  new  addition  to  the 
financial  system  opened  in  December 
it  flooded  the  marker  with  its  loans. 
Speculators  cheerily  borrowed  the 
easy  money,  taking  out  loans  to  pur- 
chase securities.  In  February,  the  Bank 
realized  it  had  lent  too  much  too  fast. 
Radically  reversing  course,  it  called 
in  over  25  percent  of  the  loans  it  had 
made  in  January,  a credit  restriction 
of  over  $625,000.  Hamilton  blessed 
the  Bank’s  actions  and  may  even  have 
suggested  that  it  drastically  restrict 
its  lending  because  he  felt  that  rabid 
speculation  and  the  multitude  of  new 
banking  schemes  threatened  the  stabil- 
ity of  the  financial  system. 

Equally  troubling,  by  the  end  of  Jan- 
uary the  securities  market  had  reached 
dizzying  heights  due  to  “mad  specu- 
lations.” One  of  Hamilton's  under- 
lings at  Treasury,  Oliver  Wolcott, 
thought  the  mania  would  be  “cured 
by  a few  bankruptcies,”  which  soon 
would  occur.  On  February  10,  Ham- 
ilton urged  William  Seton,  the  Bank 
of  New  York’s  cashier,  to  slash  the 


Bank's  loans  because  he  feared  that 
“the  superstructure  of  credit  is  now 
too  vast  for  the  foundation.”  Within 
five  days  Philadelphia  banks  were  also 
reducing  loans. 

Duer  was  now  caught  in  a classic 
squeeze.  The  banks  were  calling  in 
loans  to  everybody,  essentially  forcing 
them  to  sell  assets,  including  securities, 
to  make  their  repayments.  Many  sellers 
and  few  buyers  spelled  lower  prices, 
and  lower  prices,  as  noted  above, 
meant  major  pain  for  Duer,  who  found 
it  especially  difficult  to  unwind  his 
position  because  he  owned  far  more 
securities  than  others  wished  to  buy 
under  the  changed  credit  conditions. 

The  wheels  came  off  Duer's  securi- 
ties carriage  in  early  March  because 
contracts  began  coming  due  that  he 
did  not  have  the  cash  to  fulfill.  On 
March  9,  he  stopped  payments  and 
sought  protection  from  his  creditors. 
Wholesale  panic  in  the  credit  markets 
ensued  and  stock  prices  plummeted. 
Business  “confidence”  lay  in  tatters 
because  no  one  knew  for  sure  who  had 
lent  to  Duer.  The  Panic  of  1792,  the 
nation’s  first  full-scale  financial  panic, 
was  on.  From  peak  to  trough  (January 
highs  to  April  lows),  securities  prices 
fell  on  average  by  a whopping  25  per- 
cent. Duer  was  sent  to  debtor’s  prison 
that  year,  where  he  remained  for  the 
rest  of  his  life,  na 

David  Cowen  is  the  president  of  the 
Museum  of  American  Finance  and  the 
co-author  of  Financial  Founding  Fathers: 
The  Men  Who  Made  America  Rich 
(The  University  of  Chicago  Press,  2006), 
from  which  this  article  is  adapted. 

Note 

1 . Alexander  Hamilton  chose  William  Duer 
to  be  the  governor  (effectively  the  CEO), 
of  The  Society  for  the  Establishment  of 
Useful  Manufactures,  a private  state- 
sponsored  corporation  founded  in  1791 
to  promote  industrial  development. 
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When  we  look  back  on  financial  scan- 
dals, from  the  earliest  financial  scan- 
dals such  as  the  tulip  mania  that 
gripped  the  Netherlands  in  1637  to 
the  current  Congressional  hearings 
on  the  debt  crisis,  the  focus  is  almost 
exclusively  on  what  happened,  how  it 
happened,  and  what  we  have  learned. 
As  is  clearly  indicated  in  the  exhibit 
“Scandal!”  at  the  Museum  that  opened 
at  the  end  of  April,  there  are  many  dif- 
ferent ways  financial  crises  come  to 
be.  It  is  also  painfully  clear  that  the 
honest  answer  to  the  question  of  what 
have  we  learned  is,  not  much. 

The  more  elusive  question  in  all  of 
history  is,  what  was  it  like?  It  is  still 
possible  to  hear  first-hand  what  it  was 
like  to  live  through  the  Great  Depres- 
sion; the  cover  story  of  this  publica- 


tion’s Issue  78  (Spring  2003)  was  just 
such  an  account.  But  how  far  back  can 
we  comprehend?  Can  historians  today 
convey  what  it  was  like  for  politicians 
and  business  leaders  to  build  the  Whig 
Party  out  of  the  remains  of  the  Feder- 
alist Party?  Or  the  Republican  Party 
out  of  the  anti-slavery  Whigs?  Can  we 
really  grasp  the  issues  and  how  they 
enflamed  passions? 

In  the  quest  for  what  it  was  like, 
financial  history  is  luckier  than  most. 
Perhaps  it  is  the  inherent  record 
keeping  mandatory  in  the  business. 
William  Worthington  Fowler’s  well- 
known  Ten  Years  In  Wall  Street  is  a 
rich  and  redolent  read.  First  published 
in  1879,  it  was  recently  reissued  by  the 
Michigan  Flistorical  Reprint  Series. 

A fascinating  look  on  graft  from 
the  outside  in  was  published  in  1906. 
It  is  out  of  print,  but  available  at  all 
the  usual  places  one  finds  old  books 
in  person  and  online.  That  this  book 
is  a product  of  its  time  is  evident 
straight  from  the  cover:  The  byline 
reads,  “Clifton  Wooldridge,  Chicago’s 
Famous  Detective.” 

The  good  detective  and  his  pub- 
lishers have  put  us  full  into  the  sense 
and  sensibilities  of  the  City  of  Broad 
Shoulders  at  the  turn  of  the  cen- 
tury. The  turn  of  phrase  is  quaint,  as 
are  sections  covering  marriage-broker 
scams.  But  those  serve  to  recall  the 
Zeitgeist  of  the  age. 

The  surprise,  once  in  that  age, 
is  how  much  sounds  familiar.  “It 
is  not  a pleasant  duty  to  drag  men 
from  mansions  and  plush  carpeted 
offices  and  consign  them  to  the  hor- 
rors of  the  penitentiary,”  Wooldridge 
writes,  “but  when  the  public  interest 
demands  it  the  exchange  from  purple 
and  fine  linens  to  a felon’s  stripes 


becomes  imperative.  When  men  are 
found  basking  in  luxury  begotten  of 
fraud  they  must  be  transplanted  to  the 
other  extreme,  provided  by  society  for 
its  erring  members.” 

At  the  other  end  of  the  scale,  it 
is  refreshing  to  hear  Wooldridge’s 
accounts  of  direct  and  persistent  inter- 
vention. Today  we  hear  regularly  of 
complicit  auditors  and  lackadaisical 
regulators.  In  contrast,  when  a veteran 
of  the  Spanish-American  War  ( ! ) reports 
being  scammed  by  a clothing  store,  the 
detective  marches  with  the  man  to  the 
store  and  confronts  the  proprietor. 

The  operator  first  denies  any  wrong- 
doing, then  claims  to  have  “pull”  and 
threatens  to  have  the  detective  removed 
from  the  force.  Undeterred,  Wooldridge 
makes  the  collar.  The  proprietor  does 
indeed  have  pull,  and  is  released  the 
next  day.  An  internal  inquiry  is  raised 
on  the  detective’s  conduct,  but  in  the 
spirit  of  Dudley  Doright,  his  champions 
within  the  force  and  civic  officials  rally 
to  his  cause,  and  the  internal  investiga- 
tion is  dropped. 

Back  on  the  street  and  back  on  the 
case,  the  detective  keeps  investigating, 
and  compiles  a dossier  on  the  cloth- 
ing-store proprietor.  Now  aware  that 
he  has  picked  an  unwinnable  fight,  the 
scammer  does  not  attempt  to  push  his 
pull  any  further. 

One  constant  facet  of  scandal  and 
malfeasance  that  has  not  changed  is 
the  bland  assertions  by  the  perps  that 
they  did  nothing  wrong.  In  Grafters, 
Wooldridge  nabs  a crooked  insur- 
ance fraudster,  who  sold  fly-by-night 
policies  on  the  cheap.  In  one  case  he 
was  tried  on  three  counts  of  failing 
to  make  good  on  policies  written  on 
animals.  In  each  case  he  blamed  the 
“confounded”  horse,  dog  and  monkey 
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for  getting  themselves  killed  and  said 
it  was  not  his  fault  so  that  he  did  not 
have  to  pay.  That  same  sort  of  “who? 
me?”  attitude  remains  the  first  refuge 
of  scoundrels  today. 

A further  point  needs  to  be  made 
here,  though.  The  insurance  question  is 
not  about  responsibility,  it  is  about  risk 
management.  The  underwriting  process 
elemental  to  insurance  is  that  risk  is 
pooled,  premiums  are  charged  in  some 
calculated  proportion  to  risk,  and  if  the 
underwriters  have  done  their  jobs  cor- 
rectly there  is  plenty  of  money  to  pay 
the  claims  and  enough  left  over  to  run 
the  business  and  maybe  pay  a dividend. 

At  least  that  is  the  way  it  is  supposed 
to  work.  One  of  the  key  components 
of  the  process  is  insurable  risk.  You 
have  to  have  some  skin  in  the  game. 


something  to  loose  if  the  event  insured 
against  actually  happens.  When  there 
is  no  actual  risk,  as  with  credit  default 
swaps,  the  incentive  is  turned  on  its 
head.  There  is  every  reason  for  the 
insured  to  hope  the  loss  does  take 
place  so  the  claim  can  be  made. 

Some  banks,  brokerages,  invest- 
ment houses  and  insurance  companies 
practice  due  diligence,  strict  under- 
writing and  risk  management.  One  of 
the  more  interesting  nuggets  in  Wool- 
dridge's book  is  a list  of  “good”  and 
“bad"  insurance  companies.  The  list  is 
bewilderingly  long,  but  a careful  look 
shows  that  there  are  a few  familiar 
names.  Those  are  the  ones  that  have 
not  gone  gambling  or  grafting. 

For  the  rest,  investors,  regulators 
and  executives  alike,  the  blame  game 


goes  on,  just  as  it  has  since  William 
Fowler  wrote,  “No  one  who  has 
entered  the  precincts  of  the  Stock 
Exchange  will  have  failed  to  notice 
certain  nondescripts  who  constantly 
frequent  the  market.  They  are  men 
who  have  seen  better  days,  but  having 
dropped  their  money  in  the  Street, 
come  here  every  day  as  if  they  hoped  to 
find  it  in  the  same  place.  These  charac- 
ters are  the  ghosts  of  the  market,  fixing 
their  lack-lustre  eyes  upon  it,  and  point- 
ing their  skinny  fingers  at  it,  as  if  they 
would  say,  'thou  hast  done  this!’  They 
flit  about  the  doorways  and  haunt  the 
vestibules  of  the  Exchange,  seedy  of 
coat,  blackingless  of  boot,  unkempt, 
unwashed,  unshorn,  wearing  on  their 
worn  and  haggard  faces  a smile  more 
melancholy  than  tears.”  OH 


Why  We  Love  Scandals 
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port  his  lifestyle.  In  other  words,  Ken 
Lay  actually  was  financially  undone  by 
his  belief  in  Enron’s  stock. 

None  of  this,  of  course,  excuses 
betrayals  or  diminishes  the  importance 
of  telling  their  stories.  It  simply  high- 
lights that  truth  can  also  be  a victim  of 
scandal.  We  turn  away  in  disgust,  before 


we  turn  back  and  look.  Sometimes  it 
takes  a second  or  third  look  to  see  what 
is  really  happening.  That  may  not  be 
enough  to  protect  us  from  the  next 
sharp  dealer,  but  chasing  the  simple 
explanation  can  often  be  just  as  mis- 
taken as  chasing  the  easy  dollar,  nil 
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Value  Advisors  and  is  an  adjunct  pro- 
fessor at  New  York  University  where 
he  teaches  "A  History  of  Scandal.  ” 
He  is  the  guest  curator  of  the  Muse- 
um's  new  exhibit.  “ Scandal ! Financial 
Crime , Chicanery  and  Corruption  that 
Rocked  America." 


Political  Horse-Trading  Produces  a “Miracle” 

continued  from  page  14 


favorable  tax  treatment.  Both  sides 
obtained  what  they  wanted.  The  SEC 
got  a tough  regulatory  law.  Closed- 
end  funds  received  tax  relief. 

None  of  the  players  broadcast  the 
fact  that  the  Act  was  the  result  of  a 
political  deal.  The  SEC  liked  to  claim 
that  the  Act  came  about  because  of  the 
agency  s work  in  identifying  and  doc- 
umenting abuse.  The  fund  industry 
liked  to  pat  itself  on  the  back  for  its 


statesmanship  in  supporting  reform. 
Both  sides  enjoyed  being  called  patri- 
ots. But  the  Act,  like  many  major  laws 
and  the  U.S.  Constitution,  was  the 
result  of  political  horse-trading  and 
compromise. 

In  fact,  all  participants  had  reason 
to  be  proud  of  their  work.  Whether 
the  process  that  led  to  the  Investment 
Company  Act  is  characterized  as  a 
“miracle”  or  a “political  deal,”  the 


Act  has  worked  and  has  been  of 
immense  benefit  to  millions  of  Ameri- 
can investors.  Ha 

Matthew  P.  Fink  is  the  former  Presi- 
dent of  the  mutual  fund  industry's 
trade  association,  the  Investment 
Company  Institute.  He  is  the  author 
of  The  Rise  of  Mutual  Funds:  An 
Insider’s  View  (Oxford  University 
Press,  2008). 
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The  Day  Wall  Street  Exploded: 

A Story  of  America  in  its  First  Age  of  Terror 


THE  13  AY 
WALL  STREET 
EXPLODED 


A STORY  OF  AMERICA  IN  ITS 
FIRST  AGE  OF  TERROR 


By  Beverly  Gage 

Oxford  University  Press,  2009 

400  pages  with  photographs, 

notes  and  index 

$27.95 

Reviewed  by  fames  P.  Prout 

“Wall  Street”  long  ago  moved  from 
being  a simple  place  name  to  being  a 
symbol — of  money,  of  finance  and  of 
power.  Depending  on  the  person  and 
the  moment,  it  is  either  celebrated  as  an 
engine  and  creator  of  wealth,  or  vilified 
as  corrupt  and  exploitative.  Through- 
out our  history,  there  has  been  tension 
as  to  Wall  Street’s  value,  which  on 
occasion  builds  up  to  highly  emotional, 
and  sometimes  even  violent,  outcomes. 

In  The  Day  Wall  Street  Exploded:  A 
Story  of  America  in  its  First  Age  of  Ter- 
ror, author  and  teacher  Beverly  Gage 
brings  us  back  to  one  such  moment, 
a time  in  US  history  when  attitudes 
towards  Wall  Street’s  symbolic  power 
may — or  may  not — have  boiled  over 
into  a spectacular  and  awful  display  of 
death  and  destruction. 

Thursday,  September  16,  1920  was 
a typical  fall  day  in  New  York  City. 
World  War  I was  over,  and  the  country 
was  at  the  start  of  the  “Roaring  ’20s.” 


Near  the  intersection  of  Wall  and  Broad 
Streets  stood  a US  Treasury  office,  the 
expanding  New  York  Stock  Exchange 
and  the  powerful-looking  headquarters 
of  JP  Morgan  & Co.  As  no  other,  the 
spot  was  the  nexus  of  financial  strength 
and  influence  in  the  US  and,  increas- 
ingly, abroad.  What  happened  there 
at  noontime — lunchtime  in  the  busy 
Financial  District — is  perhaps  the  only 
crystal  clear  thing  about  the  event.  A 
horse-drawn  wagon  loaded  with  high 
explosives  blew  up,  sending  shards  of 
metal  through  the  area,  instantly  kill- 
ing 38  people,  wounding  still  more, 
shattering  windows  and  causing  exten- 
sive property  damage. 

Gage  quickly  pulls  back  from  the 
debris  to  describe  the  turbulent  rela- 
tionship between  labor  and  capital 
which  emerged  during  America’s  rapid 
post-Civil  War  industrialization.  Big 
business  had  gotten  truly  big,  and 
labor’s  position  in  the  process  was  frus- 
tratingly  weak.  With  few  legal  rights, 
worker  groups  wanted  action,  and  this 
often  spilled  over  to  bloody  confronta- 
tions on  streets,  and  in  plants,  factories 
and  mines. 

Furthest  to  one  side  of  the  politi- 
cal spectrum  were  those  for  whom 
“direct”  worker  action  included  the 
aggressive  use  of  armed  violence.  They 
enthusiastically  embraced  use  of  a new 
innovation  — dynamite  — as  a low-cost 
and  easily  obtainable  tool  to  frighten 
opponents  and  paralyze  political  and 
business  activity. 

But  this  is  no  dry  economic  trea- 
tise— it  is  a colorful  story  and  Gage 
keeps  things  moving  crisply.  There  are 
a lot  of  bombings  in  this  book,  as  well 
as  an  attempt  on  Jack  Morgan’s  life,  a 
trial  starring  Clarence  Darrow,  mass 
police  raids,  questionable  US  Justice 
Department  actions  involving  a young 
J.  Edgar  Hoover,  and  group  deporta- 
tions. By  1920,  Communist  ascendancy 


in  Russia  and  governmental  efforts  to 
stop  worldwide  “Red  Contagion,”  had 
greatly  raised  the  temperature  in  the  US 
political  and  economic  climate. 

Front  and  center  to  the  story,  of 
course,  is  the  criminal  investigation  into 
the  September  16  explosion.  Given  the 
political  climate,  the  locale,  the  timing 
and  the  extent  of  the  damage,  authori- 
ties almost  immediately  categorized  the 
blast  as  a premeditated  political  act. 
Was  it  or  wasn’t  it?  And  if  it  was  polit- 
ical, who  was  responsible,  where  were 
they,  and  how  could  they  be  brought 
to  justice?  Gage  does  an  admirable 
job  in  piecing  together — in  sometimes 
too  much  detail — the  efforts  of  those 
charged  with  finding  the  culprits.  The 
hunt  was  a global  exercise,  extending 
through  the  US  to  Italy,  across  Europe 
and  into  the  Soviet  Union. 

The  investigation  was  a frustrating 
one,  hampered  by  personality  clashes, 
a split  in  responsibility  between  local 
and  federal  authorities  and  the  lack  of 
modern  forensic  skills.  Most  harmful, 
however,  were  the  pre-conceptions  of 
those  responsible  for  finding  the  truth. 
Fixated  on  one  political  group  or  the 
other,  competing  groups  of  investiga- 
tors followed  flimsy  leads  which  went 
nowhere,  or  were  hoodwinked  by 
paid  informants  and  con  men. 

The  scars  from  the  September  16 
explosion  are  still  evident  in  lower 
Manhattan.  Buildings  which  with- 
stood the  blast  are  pockmarked  where 
bits  of  shrapnel  hit  them.  In  exploring 
a time  when  emotions  about  finance 
and  money  ran  to  a fever  pitch,  Gage's 
book  reminds  us  that  the  debate  over 
Wall  Street’s  influence  and  motiva- 
tions are  nothing  new,  and  can  some- 
times turn  ugly.  Ga 

Jim  Prout  is  a lawyer  and  business 
consultant.  He  can  be  reached  at 
jpprout@gmail.com. 
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How  to  Make  a Dead  Man 

continued  from  page  J 1 

carried  out  in  [Fall  River]  than  in  any  other  place  in  the 
country.”  Unfortunately,  most  of  the  men  involved  fled 
before  they  could  be  apprehended,  and  only  one  person 
was  ever  tried  in  connection  with  the  ring. 

But  while  the  public  always  fully  supported  the 
efforts  of  companies  to  root  out  this  type  of  blatant 
fraud,  companies  still  had  to  be  careful  not  to  make 
incorrect  accusations.  In  an  1885  memo  to  all  agents, 
the  Equitable  Life  Assurance  Society  detailed  one  such 
case  in  which  a man  possessed  three  policies  on  the 
life  of  his  wife.  While  the  Equitable  and  the  New  York 
Life  both  promptly  paid  the  claim  after  the  wife  died,  a 
third  company  refused  and  accused  the  man  of  substi- 
tuting another  body  for  that  of  his  spouse.  This  latter 
company  had  the  body  exhumed,  without  the  husband’s 
knowledge,  only  to  find  that  no  fraud  had  taken  place. 
As  the  Equitable  explained  to  their  agents,  “The  moral 
of  all  this  is  very  plain.  It  is  better  for  people  to  insure 
their  lives  in  a company  which  pays  after  it  has  issued 
a contract  and  that  does  not  dig  up  the  bodies  of  the 
assured  for  the  purpose  of  Ashing  for  defenses.” 

American  life  insurance  companies  of  the  19th  century 
were  faced  with  a virtually  impossible  task.  As  an  industry 
that  dealt  directly  with  consumers,  the  maintenance  of  a 
positive  public  reputation  was  crucial  to  the  success  both 
of  individual  companies,  as  well  as  of  the  industry  as  a 
whole.  However,  this  reputation  was  based  both  on 
morality — e.g.,  paying  all  just  claims  and  not  promoting 
questionable  practices  such  as  gambling  policies — as  well 
as  on  financial  soundness.  While  fiscal  responsibility 
required  companies  to  be  strict  in  the  enforcement  of 
policy  restrictions  and  to  be  extremely  active  in  rooting 
out  all  potential  cases  of  gambling,  suicide  and  fraud, 
public  morality  necessitated  the  rapid  and  uncontested 
payment  of  claims,  except  in  cases  where  an  obvious 
fraud  had  been  committed.  Throughout  the  1 9th  century, 
the  industry  would  seek  to  strike  a delicate  balance 
between  preserving  the  actuarial  foundations  of  the  busi- 
ness and  maintaining  a reputation  for  equity  and  fairness 
in  their  dealings  with  policyholders.  IE1 

Sharon  Ann  Murphy  is  an  associate  professor  of  his- 
tory at  Providence  College.  Her  first  hook , Investing  in 
Life:  Insurance  in  Antebellum  America  (forthcoming  in 
2010  from  Johns  Hopkins  University  Press)  reflects  her 
interests  in  the  complex  interactions  between  financial 
institutions  and  their  clientele.  She  plans  to  focus  her 
second  hook  on  the  public  relations  problems  of  ante- 
bellum commercial  banks. 


TRIVIA  QUIZ 

How  much  do  you  know 
about  financial  history ? 

B v Bob  Shabaztan 

1.  Why  is  April  26,  1973  a significant  date  in  Chicago’s 
history? 

2.  In  what  year  did  the  New  York  Stock  Exchange’s 
monthly  volume  first  reach  the  one  billion  share  mark? 

3.  May  26,  1983  marked  a milestone  for  NASDAQ. 

Why? 

4.  When  did  the  New  York  Curb  Exchange,  predecessor  to 
the  American  Stock  Exchange,  move  indoors? 

5.  What  newspaper  began  publication  on  July  8,  1889? 

6.  How  late  was  the  rape  on  October  24,  1929  (Black 
Thursday)  on  Wall  Street? 

7.  What  company  was  known  as  the  Scarlet  Woman  of 
Wall  Street? 

8.  How  did  Daimler-Benz  make  stock  market  history  on 
October  5,  1993? 

9.  In  1949,  the  Chicago  Stock  Exchange,  the  Minneapolis- 
Sr.  Paul  Stock  Exchange,  the  Cleveland  Stock  Exchange, 
and  the  Sr.  Louis  Stock  Exchange  merged  to  form  what 
exchange? 

10.  When  did  the  NYSE  begin  reporting  stock  prices  in 
decimals? 
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IT’S  YOUR  BUSINESS. 


Join  the  Museum’s 

Corporate  Membership  Program 

Put  your  company’s  support  behind  the 
Museum’s  work  to  teach  financial  empowerment 
using  the  lessons  of  financial  history 

Corporate  memberships  can 
include  the  following  benefits: 

• Free  admission  for  employees  and  their  guests 

• Private  tour  of  the  Museum  for  up  to  50  people 

• Acknowledgment  on  the  Museum’s  website, 

in  Financial  History  magazine,  and  in  all  other 
relevant  publicity 

• Special  invitations  to  Museum  openings  and  events 

• Opportunity  to  rent  Museum  spaces 


OF  ^ER'CAN 

FINANCE 


coRPpHKft: 

MEMBER 

48  Wall  Street 
NwOork.NV  10005 
Phone:  212-908-4U0 
Fax-.  212-908-4601 

^.gnandalhistory.otg 


The  Money. 


The 


. Power.  "The  History 


For  information,  please  contact 
Director  of  Development  Jeanne  Driscoll 
at  212-908-4694  or  jdriscoll@moaf.org 


INTERNATIONAL  BOND  & SHARE  SOCIETY 


....  encouraging  Scripophily  since  1978 


BENEFITS  OF  MEMBERSHIP: 


• Three  full  colour  magazines  a year  with  scripophily 
news,  in-depth  articles,  auction  reports  and  much  more. 

• Membership  Directory  (listing  all  the  names  and 
addresses  of  our  members  around  the  world). 

• Access  to  a members-only  part  of  our  large  interactive 
website  - www.scripophily.org 


• Several  mailbid  auctions  each  year. 


• Free  IBSS  breakfasts  at  the  two  major  scripophily 
gatherings:  Washington,  USA,  and  Antwerp,  Belgium. 


Membership  Fee  (as  of  2010): 
€22  / £18  / $30 


FOR  INFORMATION 


U.S.A. 

Max  Hensley 

1 1 6 Parklane  Drive 

San  Antonio  TX  78212 

Tel:  ( + 1)  650  773  4125 

Scripophilyeditor@scripophily.org 

REST  OF  THE  WORLD 

Philip  Atkinson 

167  Barnett  Wood  Lane 

Ashtead 

Surrey  KT21  2LF)  UK 

Tel:  (+44)  (0)1372  276787 

Secretary@scripophily.org 

www.scripophily.org 
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Join  the 


MU$EUM 

OF  AMERICAN 

FINANCE 


Today! 


The  Museum's  membership 
program  plays  a vital  role  in 
the  institution's  exhibition, 
programming  and  financial 
education  efforts.  Join  today 
to  receive  unlimited  free 
admission,  a subscription  to 
Financial  History  magazine, 
invitations  to  members-only 
events  and  a 10%  discount 
in  the  Museum  Shop. 


MU$ 

OF  AMI 

FIN/ 


SHAREHOLDERS 


A Individual,  $55 

-i  One  year  subscription  to 
Financial  History  magazine 

-i  Free  gallery  admission 

-i  10%  discount  in  the  Museum  Shop 

-i  Invitations  to  members-only  events 
and  exhibition  openings 

j Monthly  Museum  e-newsletter 

B Student/Senior 
(65  or  over),  $45 

-J  All  individual  member  benefits 

C Young  Professionals  Circle,  $75 

-J  All  individual  member  benefits,  plus 
free  access  to  monthly  events  in 
the  Young  Professionals  Series  (for 
students  and  professionals  age  21-40) 

D International,  $65 

-J  Individual  member  benefits  for 
members  residing  outside  the  US 

E Family  Membership,  $85 

-i  All  individual  member  benefits, 
plus  free  gallery  admission  for  each 
member  of  the  same  household 


BROKERS,  $85 


-i  For  academic  and  institutional 
libraries;  1-yr  subscription  for 
publications  and  announcements 


INVESTORS,  $150 


-i  All  individual  member  benefits 

-i  Includes  a subscription  to 
Smithsonian  magazine  and 
membership  in  the  Smithsonian 


FINANCIERS,  $500 


->  All  Smithsonian  Affiliate 
member  benefits 

J Financier  level  listing  in 
Financial  History  magazine 


UNDERWRITERS,  $1, 


-i  All  Smithsonian  Affiliate 
member  benefits 


Li  Underwriter  level  listing  in 
Financial  History  magazine 


ANGELS,  $5, 


u All  Smithsonian  Affiliate 
member  benefits 


□ Angel  level  listing  in 
Financial  History  magazine 


lo  join  or  renew  your  membership,  please  visit  www.moaf.org/shop/membership 

or  mail  a check  payable  to  the  Museum  of  American  Finance,  48  Wall  Street,  New  York,  NY  10005. 

For  more  information,  please  contact  Jeanne  Baker  Driscoll  at  (212)  908-4694  or  jdriscoll@moaf.org. 


Photos:  Alan  Barnett 
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Open  Tues.- Sat.,  10  a.m.-4  p.m. 
Admission:  $8  adults;  $5  students/senion 
Kids  under  6 free. 

48  Wall  Street,  New  York,  NY  1 0005 
212-908-4110 

www.MoAF.org 


Financial  Crime,  Chicanery  an 
Corruption  that  Hocked  Americi 


Visit  the  Museum  today  to  view  this 
richly  informative  exhibit  about  the 
history  of  financial  scandals  in  America, 
from  William  Duer's  role  in  the  Crash  of 
1 792  through  Lehman's  colossal  downfall. 
"Scandal!"  will  be  on  display  through 
April  201 1 . 
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